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I de 
DESIGN... First in importance 
is selection of the proper plan or 
plans for your Company. 


INVESTMENT. . . Once a plan 
has been established, nothing is 
more important than the proper 
investment of your funds. 
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GRAPHIC OUTLINE OF THE IAS COURSE 


To prepare each student for his specific vocational objective, LAS offers an 
elective program covering a wide range of accounting and allied subjects. 
A thorough foundation in Accounting Elements then selects from the electives* shown on the 


and General Accounting is acquired through com- chart those leading to his immediate job- 
pletion of the first 40 assignments. The student objective. 
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* An elective consists of 10, 20, or 30 comprehensive study assignments, as indicated by the length of the bar on the chart. 


Thus the IAS elective program enables the stu- Graduate, the IAS student can broaden his 
dent to progress directly to his specific goal. knowledge of accounting and management 
Then, through the Life Scholarship Privilege through study of any, or all, of the other elec- 
earned by each Diploma Course (90 assignments) tives, at no additional cost. 


The school’s 24-page catalogue is available free upon request. Address 
your card or letter to the Secretary, LAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
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10-key Keyboard 


exclusive inUnderwood Sundstrand 
Accounting Machines 


You’ve probably heard experienced operators say: ‘‘You can’t 
beat Underwood Sundstrand Accounting Machines for simplicity 
and ease of operation!” 

And they are a cinch to learn for beginners, too, because 
these machines have only 10 numeral keys...all arranged in logical 
sequence under the finger tips of one hand. 

The famous, fast, accurate Sundstrand 10-key keyboard 
minimizes hand motion...helps your operators turn out more 
work, more easily, and in less time. 

You’ll like Underwood Sundstrand’s time-saving versatility, too. 
Switching from one application to another on an Underwood Sundstrand 
Accounting Machine is accomplished in seconds. 

Send for the whole story of Underwood Sundstrand Accounting 
Machine speed and simplicity. Simply use the coupon below today. 
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UNIVERSITY CLASS HELP 


Editors, THE CONTROLLER: 

Enclosed are copies of reprints of ar- 
ticles* which I used in my class during the 
past semester. These articles were of great 
help to me in bringing to the class some 
of the latest thinking with respect to the 
field of controllership. I greatly appreciate 
your willingness to allow the reprinting of 
these articles for this purpose. 


JOHN T. WHEELER 

Associate Professor of Accounting 
University of Minnesota 
Minneapolis, Minn. 


* Articles reprinted by Professor Wheeler 
were: 


“The Control of Clerical Costs by Perform- 
ance Measurements” by Paul B. Mulligan. 


THE CONTROLLER, November 1948; 
“The Controller and the Sales Manager” by 
T. F. Bradshaw. THE CONTROLLER, January 
1951; 
“How the C&O Operates Its Financial In- 
strument Panel” by John E. Kusik. THE 
CONTROLLER, May 1952; and 
“Legal Aspects of the Controller’s Position’’ 
by Mayo A. Shattuck. THE CONTROLLER, 
January 1950. 

—The Editors 


Editors, THE CONTROLLER: 

I have read with interest your article on 
“Post War Industrial Profits Overstated ; 
Original Cost Depreciation Held Faulty” 
in the February 1953 issue of THE Con- 
TROLLER. 

I am writing this letter to ask your per- 





Tv’s all these reasons . 
Pandick” a guarantee of the finest and most complete printing service 
available. For over 30 years now, we’ve printed thousands of important 


documents for you . . 
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We're available “Wight ¢& Day’’ and offer our long ‘‘Experience”’ 
to give you “‘Personalized Service’’ with your printing needs . . . fast !! 


Pandick Press, lnc 


Established 1923 


22 THAMES ST., NEW YORK 
WOrth 4-2900 NY 1-3167 


71 CLINTON ST., NEWARK, WN. J. 
MArket 3-4994 


mission to reprint in mimeograph form 
this article to be distributed to members 
of our course on Management Problems 
for Executives. 


C. L. VAN SICKLE, Coordinator 
Management Problems for Executives 
University of Pittsburgh 

Pittsburgh, Pa. 


Permission granted. 
—T he Editors 


Editors, THE CONTROLLER: 

In accordance with our agreement re- 
garding the distribution of reprints from 
THE CONTROLLER, I should like to inform 
you that we have reproduced ‘Some 
Aspects of Expense Control” by H. R. 
Pease, which appeared in the March 1953 
issue (p. 146), for presentation in the 
course, Administration and Review of Ac- 
counts. 


Ross G. WALKER 
Harvard University 
Graduate School of 
Business Administration 
Boston, Mass. 


& 
Editors, THE CONTROLLER: 


I would like very much to secure two re- 
prints of an article ‘Accounting Data for 
Control Purposes” by John Neter, appear- 
ing in the August 1953 issue of THE Con- 
TROLLER. If reprints are not available, I 
should like two copies of the August 1953 
issue. Please biil me for any costs involved. 


JAMES L. DoHR 

Professor of Accounting 
Graduate School of Business 
Columbia University 

New York 


Editors, THE CONTROLLER: 

May I have your permission to mimeo- 
graph for distribution to the faculty of 
the School of Business Administration, the 
article entitled “Executive Development 
Facilities” by Allison V. MacCullough 
which appeared in the March 1953 issue 
of THE CONTROLLER? 


GEORGE R. EsTERLY 

Dean, School of Business Administration 
Rutgers University 

Newark, N. J. 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). 

The Editors 
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electric 
typewriter 


*By actual mechanical measurements, of 
inch ounces of energy for key, space bar 
and carriage return operations. 


cuts typing costs 


2 


The wear-and-tear you save your typists when you switch 
from manual typewriters to fast IBM Electrics means big 
dollar savings to you. 

Actually, IBM’s easy, fingertip touch and electric con- 
trol greatly increase typing production through saving 
95.4 per cent of the energy required to operate a manual 
typewriter. A whole hour’s typing on an IBM requires less 
energy than 3 minutes on a manual! * 

Add to this the benefits of finer-looking work, better 
morale among your staff, greater prestige among your cus- 
tomers, and it’s easy to see why business firms have bought 
more than 3 times as many IBM’s as all other models of 
electric typewriters combined! 

For full information, write Dept. CN-1, International 
Business Machines, 590 Madison Ave., New York 22, N. Y. 











by John V. van Pelt Ill 


%& “NEW WAY” PENSIONS 
by Claiborne H. Johnson 


by William B. Hanson 





ARMY USE OF THE CONTROLLER 


Editors, THE CONTROLLER: 

We have had an opportunity to see 
“Some Human Relations Aspects of Ex- 
ecutive Control” by Ralph R. Brown in 
the September 1953 issue of THE CON- 
TROLLER and would greatly appreciate be- 
ing permitted to include it in our Man- 
agement Improvement Reading Packet. 

This packet contains the best manage- 
ment material developed in-service as 
well as selected articles and publications 
from industry that parallel our varied mis- 
sions. We would consider material from 
your publication an excellent and valued 
enclosure. 

If reprints of the above mentioned 
article are available, may we have 30 copies 
for inclusion in the packet? If reprints 
are not available, may we have permission 
to reprint this article? 


HAROLD M. FREDERIKSEN 
Captain, USAF 
Washington, D. C. 


Editors, THE CONTROLLER: 

Would it be possible to purchase 50 
reprints of the article “Some Human Re- 
lations Aspects of Executive Control” by 
Ralph R. Brown as it appeared in the 
September 1953 issue of THE COoNn- 
TROLLER ? 


Forthcoming Features 


IN THE CONTROLLER 


je THE GUARANTEED ANNUAL WAGE: 


How Can Management Planning Accommodate It? 


%& ELECTRONICS AND CLERICAL COSTS 








If reprints are not available, may I have 
permission to reproduce this article, giving, 
of course, full credit to the magazine ? 


ALBERT V. HARTL 
Vice president and treasurer 
Otter Tail Power Company 
Fergus Falls, Minn. 


No reprints are available, but permission 
to reproduce article for internal use is gladly 
given. 

—The Editors 


CONTROLLER’S DUTIES 
Editors, THE CONTROLLER: 

Will it be possible for you to give me 
a concise statement of the duties of a 
controller? The functions performed by 
personal acquaintances of mine who are 
controllers seem to differ materially. 


S. M. T. 
Poughkeepsie, N. Y. 


It is quite true that the duties of a con- 
troller will vary from company to company. 
This will be due in part to the requirements 
of the particular organization as well as the 
talents and temperament of the controller 
himself. A booklet prepared by Controllers 
Institute,“ Answering Y our Questions About 
Controllers Institute” has perhaps the best 
generalization as to the duties of a control- 


ler, 
—The Editors 
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PENSION INTEREST 
Editors, THE CONTROLLER: 


Are there any reprints available of the 
excellent summary by Paul A. Warner on 
“Cost Controls and Pension Plans’’ which 
appeared in the June issue of THE CON- 
TROLLER? All three of the articles were 
excellent and if they are reprinted to- 
gether, I'd like to saat some; however I 
am most interested in Mr. Warner's arti- 
cle and if that is available separately as a 
reprint I would like to order it. 

HAROLD W. BEYER 
Harold W. Beyer Associates 
Allentown, Pa. 

In answer to popular demand, we have 
combined the three pension articles in one 
16-page reprint available to readers of THE 


CONTROLLER at 50 cents per copy. 
—The Editors 
















INVESTMENT DIGEST 
Editors, THE CONTROLLER: 


Our editorial board would very much 
like to digest Townley Bale’s article en- 
titled ‘Tax Control of Investments” from 
the May 1953 issue of THE CONTROLLER 
in the next issue of the Monthly Digest of 
Tax Articles, provided, of course, such an 
abridgement meets with your approval. 
RUSSELL E. NEWKIRK 
Newkirk Associates, Inc. 

Albany, N. Y. 












101 TOP MEN 


Editors, THE CONTROLLER: 

After reading in your February issue 
that 101 controllers have become presi- 
dents, I was rather surprised to bod a 
somewhat different view in the editorial 
pages of an accounting magazine. 

The concluding paragraph of that mag- 
azine read: 

“Can accountants be made into execu- 
tives? They can but may have to work 
harder at it than others less bound by 
tradition and precept.” 

I wonder how many controllers feel 
that their work or training gives them an 
equally narrow view of corporate man- 
agement ? J.H.B 
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ws OSmttonals have saved us their cost many times over” 


“We use National Accounting Machines 
to compute, analyze and prepare pay- 
rolls for each of our 16 plants in the 
United States and Canada. We use 
them for sales analysis and inventory 
control in our General Accounting and 
Production Control offices. Our 7 sales 
offices are equipped with Nationals for 
receivables accounting and territory 
analyses. Our experience with National 
machines, over a long period of time, 
using improved models as they became 


available, has been profitable. Having 
tried alternative methods for the 
various tasks described above, our 
Opinion is that Nationals are most 
efficient and economical for the jobs we 
require of them.” 


Lia) €& Beker 


Controller 


—CLUETT, PEABODY & CO., INC., New York 
“World's Largest Manufacturer of Branded Shirts” 


In all sizes and types of business, Nationals 
cut costs by doing up to % of the work auto- 
matically. They soon pay for themselves out of 
the money they save, continue savings as yearly 
profit. Operators are happier because their work 
is made easier. Your nearby National repre- 
sentative will gladly show how much you can 
save with Nationals adapted to your needs. 


STRADE MARK REG U.S. PAT. OFF. 


THE NATIONAL CASH REGISTER COMPANY, pvarron 9, onto 





approaching new york 


| Phbed day some 11,000 trav- 


elers arrive in New York by 
air. When their plane wings in 
over lower Manhattan, this dra- 
matic, bird’s-eye view of the 
city’s financial center is spread 


out before them. 


Here is the head office of the 
Chase National Bank where scores 
of businessmen and bankers from 
out of town are welcomed every 


day. 


At Chase these visitors find 


officials who are familiar with 


trade developments and busi- 
ness methods in foreign mar- 
kets as well as in all parts of the 
United States. They also find in 
New York a network of Chase 
branches whose staffs are in 
touch with the diverse business 
interests and enterprises of the 
city. 

Chase stands first in loans to 
American industry, and for 
many years has also been num- 
ber one in correspondent bank 
relationships. Almost half of 
the banks in the country which 


maintain banking connections 
in New York have selected the 
Chase National as depositary. 


If you are considering a New 

York banking connection, why 

don’t you talk to the people at 
Chase? 


THE 


Chase 


NATIONAL BANK 
OF THE CITY OF NEW YORK 


HEAD OFFICE: Pine Street corner of Nassau 
Member Federal Deposit | e Corp j 








Forecasters, Have Caution! 

The views of Arthur S. Burns, chairman of the Council of 
Economic Advisers to President Eisenhower, should be un- 
derstood widely, particularly since they can provide an im- 
portant insight into national economic policy. A book of his 
essays, ‘The Frontiers of Economic Knowledge,” is re- 
viewed in this issue of THE CONTROLLER (page 234) by 
Joseph J. Myler, secretary-treasurer of Neisner Brothers, 
Inc., Rochester, New York. 

Pertinent to that review are the following words by Dr. 
Burns, which we feel sure will hold interest, particularly in 
these days of the world’s best publicized ‘“‘rolling adjust- 
ment’’: 


“Forecasting will work occasionally, but I never saw one 
[ business forecast} work all, or most, of the time. I know of 
no way to deduce the future with certainty. . . . Subtle 
understanding of economic changes comes from a knowl- 
edge of history and large affairs, not from statistics or their 
processing alone—to which our disturbed age has turned so 
eagerly in its quest for certainty.” 


Who Gets the Profits? 

The share of profits that goes to government in the form 
of corporate income taxes has been more than double the 
portion paid to share owners in the form of dividends during 
the postwar period, according to an analysis developed in a 
recently published book, “Christianity and American Capi- 
talism” by Rev. Edward A. Keller, director of the Bureau of 
Economic Research at the University of Notre Dame. For 
example: 

The Federal Government took 56.9 per cent of total prof- 
its in 1953, whereas share owners received only 22.9 per 
cent. Dollarwise, those percentages represent $22.6 billion 
for Uncle Sam and $9.1 billion for share owners. 

In 1929, the Federal Government’s share was only 14.2 
per cent ($1.4 billion) while the owners received 59.3 per 
cent of profits before taxes ($5.8 billion). 


“Amen” to That 

An excellent sermon for these cost-conscious times is con- 
tained in one sentence of a speech delivered by Emmett J. 
Leahy, a management consultant who recently discussed 
paperwork problems before a meeting of the National Of- 
fice Management Association in Bridgeport, Connecticut. 
Said Mr. Leahy: 


“Too many office workers are shuffling papers, and too 
ew business employes are out drumming up trade.” 
g 


Tips from the Bard 

One of our compatriots, the financial editor of the New 
York Herald Tribune, recently called to attention the fact 
that the writings of William Shakespeare contain a number 
of very pertinent references to business and investment 
matters. For example: 

On the subject of trading on margin—in “Henry IV,” 
Prince Hal says: 

"So far as my coin will stretch, and where it could not, 
I have used my credit.” 


In another instance, in “Hamlet,” Polonius gives advice 
to his son Laertes, who is about to embark on a long voyage. 
The speech of old Polonius is replete with the wisdom of 
the ages and contains some words that can be interpreted as 
counsel regarding equity versus bond financing, to wit: 

“Neither borrower nor lender be, 


For loan oft loses both itself and friend 
And borrowing dulls the edge of husbandry.” 


In addition to many other pertinent observations, there 
is the famous observation in ‘‘Julius Caesar’ which can be 
interpreted as support for riding a strong trend in the mar- 
ket: 


“There is a tide in the affairs of men, 
Which, taken at the flood, leads on to fortune.” 


The illustrious Bard of Avon could on the face of this 
evidence be called an early writer of market letters. 


To Whom It May Concern: 

Submitted herewith for consideration as a possible wall 
motto for offices of corporate controllers and financial offi- 
cers is this quotation attributed to Herodotus (circa 400 
B.C.): 

‘Nothing in human life is more to be lamented than that 
a wise man should have so little influence.” 


How’re Your Brakes? 

The belief that hard work leads to heart failure is a “great 
American neurosis,” according to Dr. Theodore G. Klumpp, 
who recently addressed the fourth annual convention of the 
Young Presidents Organization. Dr. Klumpp, who is presi- 
dent of Winthrop-Stearns, Inc. of New York, declared that 
because of this misconception about hard work, too many 
American business executives are functioning with their 
mental brakes set against the progress of the work at hand. 

It isn’t hard work, Dr. Klumpp warned, but overeating 
and lack of physical exercise that contribute to heart failure. 
Vigorous physical exercise, he said, will not cause a heart 
attack because, in the main, such attacks are the culmination 
of gradual physiological changes. He cited statistics showing 
that half of all deaths from heart attacks occur during sleep, 
and only two per cent during physical exercise. 

The real culprit is the push-button civilization which 
businessmen have created, according to Dr. Klumpp, who 
counseled continued exercise and moderation in food con- 
sumption to resist gains in weight. —PAUL HAASE 
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- Styled to grace the. most modern 
office .. . designed to give the utmost 
in operating ease ... built to provide 
the unfailing dependability that's a 
hallmark of Burroughs products. It's 
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Albert H. Cohen 


URRENT DEVELOPMENTS in the draft- 
C ing of new federal tax legislation in 
Washington stem from a thorough re- 
view of the Internal Revenue Code 
with the objective of eliminating inequi- 
ties and inconsistencies. It is claimed that 
the present Code represents a patchwork 
of provisions which has been accumulated 
over many years and that the overhaul 
currently in progress is the first since the 
Code was passed in 1939. When viewed 
as a whole, the area of state corporate 
taxation reveals much the same situation. 

During the past summer, the Gover- 
nors’ Conference officially recognized the 
problem, and passed the following resolu- 
tion :4 


Many states impose an annual fran- 
chise or other tax based on the net in- 
come of corporations. 

In order to develop an equitable pro- 
portion of net income assignable to the 
states in which such corporations are do- 
ing business, certain statutory formulae 
are used. 

These statutory formulae are not uni- 
form and are not uniformly interpreted 
by the state tax departments, thus re- 
sulting in certain inequities and greatly 
increased cost of compliance with the 
state tax laws by corporations. 

Accordingly, the Governors’ Conference 
requests the Council of State Govern- 
ments to study this problem with a view 
of attaining uniformity of statutory pro- 
visions relative to the apportionment of 
net income among the various states that 
would promote equity and decrease the 
cost of taxpayers’ compliance, and to re- 
port back to the Governors’ Conference 
as soon as possible. 


At the present time, 32 states, in ad- 
dition to Alaska, Hawaii and the District 
of Columbia, levy corporate taxes based 
on or measured by net income. In some 


*Reproduced in State Government, Vol. 


XXVI, No. 9, September 1953, Page 229. 


Apportionment Conflicts in State Taxation 


cases, these taxes are called “income 
taxes,” but in other cases, because of spe- 
cific constitutional limitations, they are 
called “franchise taxes,” although the 
amount of tax is nevertheless measured by 
corporate net income. 

The various laws in existence at the 
present were all written at different times, 
under different economic conditions, un- 
der different political climates, and by tax- 
ing jurisdictions with widely diverse eco- 
nomic interests. It is not surprising, there- 
fore, that the structure of these various 
laws should be materially different, and 
that they should express somewhat differ- 
ing philosophies. 

In themselves, these differences among 
the various states’ income tax laws are 
not necessarily evil, but important difh- 
culties arise when a corporate taxpayer 
is engaged in business in a number of 
taxing jurisdictions. In these cases, the 
variations in the structures of state laws 
and, particularly, differences in the meth- 
ods of apportioning net income among the 
various taxing jurisdictions within which 
a taxpayer does business, often work ex- 
treme hardships upon taxpayers—hard- 
ships which are introduced solely because 
of the differing provisions of the laws 
themselves. 

The apportionment problem is by no 
means a new one. In fact, it has existed 
as long as there have been state laws levy- 
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ing taxes based on or measured by cor- 
porate net income and which affected tax- 
payers doing busisess in more than one 
state. Furthermore, efforts to seek some 
consistency among state laws to remove 
the inequities are not novel. Many at- 
tempts have been made and much has 
been said and written, but little real suc- 
cess has been achieved. Recently, however, 
there has been a renewed interest in the 
problem. The President of the United 
States has appointed a special Commission 
on Intergovernmental Relations. It is 
hoped that this Commission, in studying 
the taxing problems among governmental 
units at different levels, will give some 
consideration also to the parallel relation- 
ships existing among the states, rather 
than restricting study to purely vertical 
relationships. 


LIMITATIONS ON STATE 
TAXING POWERS 

The power of states to levy taxes upon 
foreign corporations has been well estab- 
lished, although there are certain limita- 
tions. In the first place, it is necessary that 
any state tax levied upon foreign corpora- 
tions be nondiscriminatory as between 
foreign and domestic corporations. Sec- 
ondly, it is necessary that the state levy- 
ing the tax have some jurisdiction over 
the corporate taxpayer. In the case of do- 
mestic corporations, this jurisdiction stems 
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from the domicile of the corporate tax- 
payer. In the case of foreign corporations, 
however, the jurisdiction may stem from 
one of two possible sources. It may be 
that a corporation is doing business within 
the state to such an extent that it may be 
deemed to have “commercial” domicile 
within the state, even though its legal 
domicile is maintained elsewhere. Even if 
commercial domicile is not deemed to re- 
sult from the activities of a corporation 
within a state, that state may still have 
taxing jurisdiction based upon the fact 
that some of a foreign corporation's in- 
come is derived from sources within the 
state. 

Unfortunately, there is no uniform defi- 
nition of the concept “doing business.” 
By and large, the definitions of the con- 
cept are either not stated or have been 
tele to state legislatures, and have largely 
proved invulnerable to attack in the 
United States Supreme Court, since a de- 
cision on the validity of the particular 
definition of doing business must first be 
obtained in the highest court of the tax- 
ing state. It is interesting to note, also, 
that the concept of doing business is quite 
flexible and capable of being broadened 
to include almost any type of activity car- 
ried on within a state. By way of example, 
the Georgia statute reads as follows: 


“Every such corporation shall be 
deemed to be doing business within this 
State if it is engaged within this State in 
any activities or transactions for the pur- 
pose of financial profit or gain, whether 
or not such corporation qualifies to do 
business in this State and whether or not 
it maintains an office or place of doing 
business within this State, and whether 
or not any such activity or transaction 
is connected with interstate or foreign 
commerce.” [Sec. 92-3133, Code 1933.] 


In the case of domestic corporations, it 
is generally conceded that a state has the 
power to tax the entire net income, re- 
gardless of its source. When a tax upon 
foreign corporations, over which the state 
may have some jurisdiction, is contem- 
plated, however, it has been made clear 


through successive court decisions that a 
tax will be considered valid only if it 
attempts to tax that portion of the foreign 
corporation’s total net income which is 
derived from sources within the state. 

It is this limitation upon the taxing 
power of states which may be considered 
the source of the controversy relating to 
apportionment, because it is necessary to 
establish procedures whereby the amount 
of net income derived from sources within 
the state may be computed. As a practical 
matter, almost every state has made the 
same apportionment procedure effective 
to domestic corporations which may be do- 
ing business in other states as is effective 
for foreign corporations doing business 
within its boundaries. Obviously if this 
were not done domestic corporations 
would be placed at a disadvantageous 
competitive position relative to foreign 
corporations doing business within their 
state. 

Therefore, we find a situation in which 
every state law levying a tax upon a cor- 
— either based upon or measured 

y its net income, has incorporated in that 
law provisions relating to the apportion- 
ment of net income. The differences which 
exist among these apportionment provi- 
sions create numerous hardships upon cor- 
porate taxpayers and may, under certain 
circumstances, result in taxation of more 
or less than 100 per cent of net income. 


GENERAL AREAS OF CONFLICT 

The apportionment conflicts arising 
from differences among state laws levying 
taxes directly upon or measured by cor- 
porate net income can be classified into 
the following broad groups: 


1. Conflicts arising from the treatments 
prescribed for allocating “non-busi- 
ness” items of income, such as in- 
terest, dividends, rents or royalties, 
and the expenses related to the pro- 
duction of such income. 

2. Conflicts arising from the use of 
varying formulae and factors of ap- 
peer for attributing unitary 
usiness income to the various tax- 
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ing jurisdictions in which a corpor- 
ate taxpayer does business. 

3. Conflicts arising from the use of 
varying definitions of apportion- 
ment factors, such as sales, pay 
rolls, property, and manufacturing 
costs. These definitions may make 
apportionment procedures which ap- 
pear identical actually greatly differ- 
ent. 


SPECIFIC ALLOCATION 

With only a few exceptions, those states 
which levy corporate taxes based on or 
measured by net income require that cer- 
tain specific items of income and related 
expenses be allocated to one taxing juris- 


- diction or another on some basis stipu- 


lated by law. Generally, these items are 
considered to be non-business items of 
income. After these items of income have 
been specifically allocated, the remaining 
net income, which is considered to be the 
“unitary” income of the corporate tax- 
payer, is then apportioned among the 
states in which the corporation is doing 
business by the use of a statutory formula. 

Among the most frequently encoun- 
tered items which require specific alloca- 
tion based upon one criterion or another 
are the following: incomes from intangi- 
bles, such as interest, dividends, royalties 
from patents and copyrights, gains and 
losses from sales or exchanges of intan- 
gibles; rentals and royalties from real and 
tangible personal property; gains and 
losses from sales and exchanges of tan- 
gible properties which are not the regular 
stock-in-trade of the taxpayer; and income 
from personal services. 

Because of a general lack of agreement 
concerning the specific items of income 
which should be subjected to allocation 
and those which are subject to apportion- 
ment by formula, and because of the dif- 
ferent bases used in specific allocation, 
some items of income may be subjected to 
multiple taxation or may - completely 
escape taxation at the state level. Perhaps 
the most perplexing and unsettled ques- 
tion in connection with specific allocation 
of non-business income items has to do 
with the assignment of incomes from in- 
tangibles, such as notes receivable, securi- 
ties, patents and copyrights. Because of 
the very nature of these assets, their physi- 
cal situs is open to question and, in prac- 
tice, certain fictions are adopted. The most 
popular of these fictions is the one re- 
ferred to as mobilia sequuntur personam. 
This fiction, in effect, presumes that the 
situs of intangible properties is at the 
domicile of the owner. In the case of cor- 
a this domicile would ordinarily 

e the state of incorporation, and relying 
upon the maxim, most states require that 
domestic taxpayers include in their tax 
base their entire income from intangibles. 

The legal domicile of a corporation may 
not, however, be the only domicile which 
it has for the purpose of allocating in- 















come from intangibles. It is entirely pos- 
sible that the concept of “commercial” 
domicile may be relied upon by a state to 
require that taxpayers who are legally for- 
eign — include in their net in- 


come subject to tax the full amount of 
their income from intangibles. Further- 
more, it is quite possible that the intan- 
gibles themselves may be used in such a 
way that they acquire what is referred to 
as a “business situs.’ For example, stocks 
and bonds may be pledged as security for 
loans. In such cases, it is possible that the 
taxing jurisdiction in which the intangi- 
bles have acquired such a business situs 
may itself require the inclusion in taxable 
net income of the income from such in- 
tangit 'es, even though the legal domicile, 
or even the commercial domicile, of the 
corporate taxpayer may be in some other 
state. 

In addition to those states seeking to 
allocate income from intangibles on the 
basis of the situs of the intangibles them- 
selves, there are a few states which look 
beyond the intangible property itself to 
the source from which the income stems. 
Massachusetts, for example, requires that 
foreign corporations specifically allocate 
interest income on the basis of the resi- 
dence of the payer of the interest, even 
though the business situs of the assets may 
be outside of Massachusetts, and even 
though the legal or commercial domicile 
of the taxpayer may be outside of Massa- 
chusetts. 

As a result of these different philoso- 
phies regarding the allocation of income 
from intangibles, there is considerable 
possibility of overlapping taxation. To 
summarize briefly, income from intangi- 
bles may be allocated to specific taxing 
jurisdictions on any one of the following 


bases: 


. Legal domicile 

. Commercial domicile 

. Business situs of the intangible prop- 
erty 

4. Residence of the payor 


whe 


In general, the specific allocation of 
non-business income flowing from tan- 
gible properties is much less complex 
than for income from intangibles, largely 
because the physical situs of tangible 
property can be established. Although 
the state of domicile almost unquestion- 
ably has the power to tax income from 
whatever source, all taxing jurisdictions 
require either that rentals, including 
mineral royalties, from real and tangible 
personal property, be allocated by refer- 
ence to the physical situs of the property, 
or that rentals be included in the amount 
of income subject to apportionment by 
statutory formula. Some question does 
arise, however, in the case of tangible 
property which was not permanently lo- 
cated within any one taxing jurisdiction 
but which during the course of a taxing 


NEW YORKER CHOSEN FOR BUDGET DIRECTOR BY EISENHOWER 


Rowland R. Hughes, Deputy Director 
of the Budget, was chosen by President 
Eisenhower to become Budget Director 
on April 15, when Joseph M. Dodge re- 
tired. 

This is one of the most important posi- 
tions in the President’s immediate official 
family. Senate confirmation of an ap- 
pointee is not required. 

Mr. Hughes is a former vice president 
and controller of the National City Bank 
in New York. He had been serving his 
apprenticeship for the highest budget 
position since August 8, 1953, having 
joined the bureau as an Assistant Direc- 
tor last May. 

“Since Inauguration Day,” said Mr. 
Hughes, ‘the Administration has reduced 
proposed Government spending programs 
by over $12 billion. This is a greater re- 
duction in proposed Government expendi- 
tures than in any comparable period in 
American history. 

“As a result of these reductions— 
which have meant cutting proposed Gov- 
ernment expenditures by almost 20 per 
cent—tax reductions of well over $7 bil- 
lion are anticipated this year. As the Presi- 
dent said recently this will be the largest 
single tax reduction in any one year in 
American history.” 

Mr. Hughes had made the National 
City Bank his career, having joined it in 
1916 after his graduation from Brown 
University. 

In the banking world he had been 





period may have been in use in several 
jurisdictions. In such cases, the situs may 
be presumed to be the legal or commercial 
domicile of the owner, or the income from 
the tangible property may be prorated 
among the jurisdictions in which the 
property was present during the taxable 
period. 


APPORTIONMENT FORMULAE 

The second major area in which ap- 
portionment conflicts may arise is in the 
use of a statutory formula composed of 
apportionment factors. The fundamental 
theory underlying the use of apportion- 
ment factors is that the unitary income of 
an integrated business enterprise is the 
final product of an entire complex of 
contributing elements. To attempt a com- 
plete identification of all income-produc- 
ing elements in any specific situation 
would be statistically and administratively 
impossible. To overcome these difficulties, 
a process of sampling is resorted to. The 
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known for more than a decade as a stu- 
dent of the national budget and of the 
related problem of raising Federal reve- 
nue. He served as a consultant to Con- 
gressional committees on these problems. 

Mr. Hughes was chairman of the Com- 
mittee on the Excess Profits Tax of the 
American Bankers Association and chair- 
man of the National Committee on Fed- 
eral Taxation of Controllers Institute of 
America. He also was a member of the 
Committee on Federal Tax Policy, mem- 
ber of the tax committee of the Foreign 
Trade Council and the Council of State 
Chambers of Commerce. 


Wide World 








sampling procedure is justified by the as- 
sumption that certain major income-pro- 
ducing elements can be identified, and 
that these major elements contribute the 
largest portion of the unitary income of 
the taxpayers. These identifiable major 
elements are then presumed to be repre- 
sentative of the entire universe of income- 
producing activities, and are utilized to 
effect an apportionment of the income 
from all income-producing elements. 

Although the basic theory of the statu- 
tory formula is accepted almost universally 
by taxing jurisdictions, there is wide- 
spread disagreement concerning the fac- 
tors which should be employed in the con- 
struction of the formula. The apportion- 
ment formulae which are in use at the 
present time fall roughly into the follow- 
ing Major categories: 


1. Three-factor formulae, using sales 
or gross receipts, pay rolls and tan- 


gible property ; 
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2. Three-factor formulae, using sales 
or gross receipts, manufacturing 
costs and tangible property; 

3. Two-factor formulae, using sales or 
gross receipts and tangible property ; 

4. Two-factor formulae, using sales or 
gross receipts and manufacturing 
costs ; 

5. One-factor formulae, using sales or 
gross receipts. 


Of this group of five formulae the first, 
that is, a formula composed of three fac- 
tors—sales or gross receipts, pay rolls and 
tangible property—is by far the most pop- 
ular. 

The use of these varying statutory for- 
mulae by the different states may in itself 
be the cause of some portion of corporate 
net income being subject to tax more than 
once, and of other corporate net income 
being allowed to escape state taxation. 
That this may result can be illustrated by 
a simple hypothetical example. Assume 
that a corporation maintains all its manu- 
facturing facilities in State A, which uses 
the three-factor formula of sales, manu- 
facturing cost and tangible property, but 
that its sales are about equally divided 
between that state and State B, which uses 
a one-actor formula of sales alone. It is 
obvious that State B would require tax 
on approximately half of the entire cor- 
porate unitary net income. State A, on the 
other hand, would require taxation upon 
somewhat more than half of the entire 
corporate net income because of the fact 
that all manufacturing costs, half of the 
sales and probably a substantial portion 
of tangible property were within its 
boundaries. If the locations of the various 
functions were reversed, the result would 
be that less than 100 per cent of the cor- 
porate net income would be subject to 
state taxation. 


DEFINITIONS OF 
APPORTIONMENT FACTORS 
Unfortunately, these inconsistent re- 
sults could not be avoided simply by hav- 
ing every state adopt the same statutory 
formula. In order for there to be complete 
consistency, the definitions of the factors 
would have to be consistent themselves. 
At the present time, it may appear that 
there is a great deal more uniformity than 
actually exists. However, when one under- 
takes to investigate the definitions of con- 
cepts which are apparently similar, there 
is encountered a dismaying lack of uni- 
formity. For example, almost every state 
prescribes in its apportionment formula 
the use of the sales or gross receipts fac- 
tor. Yet an investigation reveals that there 
is a wide variation in the interpretations 
which are given to the term “‘sales.”” Ac- 
tually, there are three common practices 
presently in use: 


1. The location of sales by reference 
to the sales office handling the par- 
ticular transaction ; 

2. The location of sales by reference 
to the source of the physical goods 
which were sold; 

3. The location of sales by reference 
to the point of delivery to the pur- 
chaser. 


With such extreme differences among 
various taxing jurisdictions, it is unavoid- 
able that there be duplications which per- 
mit some sales to be counted two (or 
more) times, and omissions under which 
some sales may not be counted at all. It 
can be shown quite easily, for example, 
that even among the states using an identi- 
cal three-factor formula of sales, pay rolls 
and tangible property, some duplication 
is brought about, or some escape from 
taxation permitted, by inconsistent defi- 
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nitions of the apportionment factors. By 
way of illustration, both New York and 
Massachusetts are  three-factor-formula 
states. New York, however, defines sales 
by reference to the location of stock from 
which goods are appropriated to orders. 
Massachusetts, on the other hand, looks 
to sales office activity. Sales by a company 
warehousing in New York and filling or- 
ders solicited by Massachusetts salesmen 
would be included in the numerators of 
both states. Conversely, another company 
warehousing in Massachusetts but main- 
taining its sales force in New York, tech- 
nically would not be required to include 
the sales in either states’ numerator. 

Conflicts of this same sort, although to 
a somewhat less important degree, are 
found in the definitions of the pay rolls 
factor and the tangible property factor. 
In the case of pay rolls, the conflicts arise 
where employes operate from a home of- 
fice located in one state but perform some 
of their services in several states. In some 
states, the definitions which are used 
identify pay rolls on the basis of the 
place where services are performed, 
whereas, other states look to the home 
office and assign all pay rolls to that lo- 
cation. 

This same problem arises in the case of 
transient property. Some states require 
that property which is utilized in several 
states be yf serene among the states on 
the basis of its use. Other states require 
that the property be treated as located in 
the state in which it is used most or in 
which the corporation maintains its own 
legal or commercial domicile. 

The existence of these inconsistencies 
in the various states, which levy taxes 
based on or measured by corporate net 
income, x on not only to the disad- 
vantage of corporate Nf ago but also 
impose hardships upon the state tax ad- 
ministrators as well. Obviously, the op- 
portunities for the interchange of infor- 
mation by taxing jurisdictions are seri- 
ously limited because of the different defi- 
nitions that are used, and because of the 
different formulae themselves. 

These then are the areas in which some 
agreement must be sought if the present 
awkward and inconsistent structure of 
state taxing statutes is to be remedied. 
Within the present structure of law there 
may be some common element which can 
form the nucleus for a substantial achieve- 
ment of consistency. The problem is one 
which must be studied carefully so that 
the disadvantages and hardships which are 
inherent in the present system may be 
removed. A new, more consistent struc- 
ture of law must be adopted which will 
be equitable to both taxpayers and to tax- 
ing jurisdictions, and which will not too 
seriously disrupt the distribution of tax 
revenues among those states to which cor- 
porate taxes levied on or measured by net 
income have become an important source 
of funds. 
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UCCESSFUL OPERATION of a budgetary 

control system depends in the final 
analysis on how well the operating organi- 
zation understands and accepts it. It is 
therefore worth the expenditure of con- 
siderable time and effort on the part of the 
controller to see that the top executives and 
key personnel of his company are well and 
favorably acquainted with the basic con- 
cepts of profit planning and budgetary 
control. 


IS IT THE CONTROLLER’S JOB? 


Is it the controller's job to inform man- 
agement about budgetary control ? Custom- 
arily this responsibility is included among 
the controller’s responsibilities. However, 
some plans of organization locate else- 
where the responsibilities for profit plan- 
ning and for interpreting results against 
plans. For instance, there is the widely 
known financial control plan of Koppers 
Co., Inc. At Koppers, this function re- 
ports to the president. In other companies, 
a budget director may report directly to 
the president; or in still other companies, 
an assistant to the president may supervise 
planning activities and the presentation 
and interpretation of reports showing ac- 
tual results against plans. So we see a real 
diversity in placement of responsibility for 
budgetary control. 


This dilemma need not concern us here. 
In the first place, we can discuss the basic 
structure of profit planning itself without 
regard to the specific organization of re- 
sponsibility for its over-all coordination. 
In the second place, a solution to the or- 
ganizational problem will never be 
achieved by articles in magazines. Rather, 
the solution will be worked out in actual 
practice in American companies by men 
who act judiciously or foolishly and who 
either provide or fail to provide to all 
levels of management the planning and 
control services that management so 
honestly requires. 





Profit Planning for the Operating Man 


A TOOL FOR CREATING 
UNDERSTANDING 


Visual presentation has a well-earned 
reputation as a teaching technique. The 
schematic chart presented in this article is 
designed to serve as a common meeting 
ground for accounting and nonaccounting 
executives. 

It is often difficult for the nonaccounting 
executive to understand how the profit and 
loss statement reflects operations, and how 
the balance sheet reflects the results of 
operations on the financial status of the 
company. Even if the operating man 
understands the after-the-fact effect of 
operations on financial statements, he may 
not appreciate the advantages of forecast- 
ing the results of operating plans on the 
financial statements. The chart is intended 
as a tool to help in describing how plan- 
ning for profits increases profits. 


PLANNING FOR PROFITS 
INCREASES PROFITS 


The visual presentation may be used to 
spell out four fundamental points: 

First, the basic plans of a business must 
be measured in terms of money if there is 
to be any assurance that money will be 
available for the needs of the business. 

Second, it is possible to plan for the 


future of a business in a comprehensive 
way, coordinating every aspect of the busi- 
ness with every other aspect to establish 
optimum profit goals. 

Third, profit planning is preplanning 
what to do in terms of choosing an opti- 
mum profit course of action from among 
several alternatives. 

Fourth, profit planning is preplanning 
not merely what to do if things work out 
as forecasted, but also what to do if things 
work out differently from the forecast. 

The chart may be used in discussing the 
above points because it visually presents 
the interdependence and the interrelation- 
ships of the various activities of a business. 
Therefore, it makes it easy to show how 
any change in one area of the business can 
be traced through for its effects on other 
areas, on the balance sheet, and gn the pro- 
fit and loss statement. 


THE FLOW OF PROFIT PLANNING 


In sound profit planning, key forecasts 
form the bases for operating plans. Oper- 
ating plans, when translated into budgets, 
tie directly into the forecast balance sheet 
and profit and loss statement. These fore- 
cast financial statements provide informa- 
tion for financial planning. And the finan- 
cial requirements in turn react upon the 
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key forecasts and plans. The individual 
steps in this figure flow are discussed 
briefly below. 


1. Forecast and Plan 

The distinction between forecasting and 
planning is not an easy one. Webster gives 
“to plan ahead” as the leading definition 
for “forecast.” However, there is a practi- 
cal distinction. 

Forecasting is our best thinking about 
what will happen to us in the future. Plan- 
ning is our best thinking about what we 
can cause or want to happen in the future. 
In forecasting, we define situations, and 
recognize problems and opportunities. In 
planning, we develop our objectives in 
practical detail, and we correspondingly 
develop schemes of action to achieve these 
objectives. 

Forecast and plan react upon each other. 
For example, suppose that we are inter- 
ested in a company that makes and sells 
an item used in residential construction. 
The sales of such an item should, other 
things being equal, follow closely the curve 
of residential building activity. Therefore, 
we could forecast sales by using a forecast 
of building activity. However, when we 
come to plan the sales of this item, we may 
contemplate actions which lead us to alter 
our original forecast. For instance, we may 
consider doubling the number of our dis- 
tributors. Or we may plan to concentrate 
additional sales effort in selected key areas 
where major construction activity is likely 
to occur. These or any similar plans would 
change the forecast, and the sales plan 
would thus have reacted upon the forecast. 

Sound management practice includes 
forecasting future probabilities affecting 
all major aspects of the business. Forecasts 
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are required not only of long- and short- 
range sales outlooks, but also of the out- 
looks for availability of management talent 
and labor force; for availability and prices 
of raw materials; for favorable govern- 
mental and community relations; for de- 
velopments of new scientific and industrial 
techniques bearing on the business; and 
for many other possible influences upon 
the direction and rate of company growth. 

All forecasted events of significance to 
the company will pertain to one or more of 
the five key forecasts—long-term sales, 
short-term sales, going concern activities, 
future development activities, and fixed in- 
vestment. When you think about what the 
future course of events may be, and then 
define what the future problems and op- 
portunities of the company may be, you 
can classify all your findings under one or 
another of the five headings. Thus, these 
key forecasts are the logical starting point 
of the profit planning procedure. 


2. Sales Forecasting and Planning 

The short-term sales forecast provides 
the basis for the current year’s sales plan 
and finished goods inventory plan. At the 
same time, the influence of the long-term 
sales forecast is reflected in the capital ex- 
penditure plan and in the finished goods 
inventory plan. 

The long-term forecast serves as what 
might be called the anchor-end of the 
finished goods inventory plan. Since in- 
ventory at the end of this year is the begin- 
ning inventory for next year’s business, it 
is necessarily influenced by the longer-term 
sales thinking as well as by the current 
year’s short-term forecast. The long-term 
sales forecast also provides the basis for 
developing, in rough outline, the capital 
es plan. That portion of the plan 
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falling within the current year is reflected 
in the capital expenditure budget. 

The short-term sales forecast and result- 
ing sales plan look in two directions. On 
the one hand, they look outside the com- 
pany to define the sales income budget and 
the variable selling expense budget re- 
quired to obtain sales income. On the other 
hand, they look inside the company to 
serve as the basis for the production plan. 
The planning is not complete until it meets 
the requirements in both directions. 

The sales plan should be worked out on 
a sound and reasonably detailed basis. It 
should reflect seasonal influences and any 
anticipated irregularities in sales. It should 
be broken down not only into time periods 
but also into geographical or responsibility 
areas by the use of sales quotas. A well- 
developed sales plan is generally built up 
on a quota basis in the first place, so that 
the double-check by individual quota on 
total plan is inherent in the building. In a 
multiplant situation, where there is a 
choice of manufacturing product items in 
more than one plant, the geographical dis- 
tribution of sales is of special importance 
for production planning. 

Adequate sales planning is fundamental 
to profit planning. In spite of this, some 
companies base operating budgets on a 
sales plan which is “same as last year,” or 
“normal sales volume.’ These companies, 
if they use standard costs and flexible budg- 
ets, do exercise budgetary control over 
their ar operations. However, they do 
not obtain the full advantages of profit 
planning by costing out alternative sales 
plans and finding out which plan offers the 
optimum profit opportunities. 


3. Production Plan 


Once sales and inventory requirements 
have been established, the logical first step 
in the production area is a facilities survey. 
This survey should determine that all 
planned products can be produced on ex- 
isting or contemplated equipment (includ- 
ing subcontracting facilities where neces- 
sary), and that they can be made in the 
volumes required. In this initial stage, 
availability of labor supply and the neces- 
sary skills is considered. Bottlenecks caused 
by lack of skills or equipment are fre- 
quently uncovered. At this point decisions 
must be made either to eliminate bottle- 
necks or to reduce planned volume. 

The coordination of sales and inventory 
requirements with productive capacity pro- 
vides the groundwork for spelling out the 
production plan. This plan should be suffi- 
ciently detailed to establish the material 
purchasing plan and budget and also plans 
and budgets covering plant variable costs. 
The definition of variable costs will of 
course differ in accordance with the nature 
of the industrial operations involved and 
with management policies governing op- 
erations. 

The production plan is reflected on the 
balance sheet through the planned inven- 
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tory control —— Material purchases 
on a planned basis are charged to the raw 
material inventory budget, which in turn 
is cleared to the work-in-process budget. 
Plant variable costs incurred per the pro- 
duction plan are reflected in the plant 
variable budget covering labor and burden 
items. This budget is also cleared to the 
work-in-process budget. Work-in-process 
inventory is cleared to finished goods in- 
ventory in accordance with production 
lan. 

The use of finished goods inventory for 
sales is charged on the planned profit and 
loss statement by transferring from the 
finished goods inventory budget to the cost 
of goods sold budget. (Please note again 
that cost of goods sold is on a direct costing 
basis and therefore includes only variable 
elements of cost.) 

At this point, planned operations have 
been reflected in the profit and loss state- 
ment to the extent of a sales income, vari- 
able selling expense, variable cost of goods 
sold, and a resulting budgeted profit after 
variable cost. 


4. Fixed Costs 

There remains, then, to reflect fixed 
costs in the profit planning of the business. 
The planning of fixed costs, like the plan- 
ning of variable costs, should be based on 
forecasts of what the future holds in store. 


Forecasts may be said to affect manage- 
ment thinking about three classes of man- 
agement commitments. These three classes 
are going concern activities, future de- 
velopment activities, and fixed investment. 
In spite of detailed differences between 
one company and another, the general con- 
cepts represented by these terms are fairly 
straightforward. 

Going concern activities are those activi- 
ties required “to keep the doors open,” as 
our British cousins say. Rentals and some 
taxes and insurance premiums ; expenses of 
the permanent staff of a company, includ- 
ing sales force and sales office salaries and 
expenses; advertising; plant supervisory 
staff, minimum administrative staff, and 
all their related expenses—these are gen- 
erally included in going concern activities. 

Future development activities include 
such things as research and development 
program expense; possibly some advertis- 
ing and promotion expense; and the like. 
In addition, if a company plans to open 
new sales offices or plants, the expense por- 
tion of the expansion program would be a 
future development expense unrelated to 
current sales. Also, the training of staff for 
future use in the business (as for instance 
an executive development program, or the 
expenses of training a new crop of busi- 
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ness school graduates) would be future de- 
velopment expense. 

Fixed investment is defined by the bal- 
ance sheet. Those expenses associated with 
fixed investment such as depreciation, 
taxes, insurance, and the like are recog- 
nized as part of the fixed cost load which 
the business must carry. 

Fixed expenses are for the most part 
fixed by management definition. They are 
usually (with the exception of fixed in- 
vestment expense) fixed only for the year 
that is being forecast; and they may be 
for less than that period in the event of a 
radical change in the level of business ac- 
tivity. 

The fixed expense forecasts underlie the 
fixed operating plan. This plan includes 
the organization structure of the company, 
the amount of administrative and clerical 
assistance which will be provided to man- 
agement, and the authorized expenditures 
in the fixed areas for which managers will 
be held accountable. The fixed operating 
plan is spelled out in the fixed selling, gen- 
eral, and administrative expense budgets 
and in the fixed plant expense budget, 
all of which are integral parts of the master 
profit and loss budget. 

The subtraction of planned fixed ex- 
penses from the planned profit after 
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variable cost results in the planned net pro- 
fit. This completes the planning of the 
company’s income and profit performance. 


5. Capital Expenditure Plan 

The capital expenditure plan, as men- 
tioned previously, stems in the final analy- 
sis from the long-term sales outlook. Man- 
agement necessarily plans as a minimum to 
maintain its productive capacity and its 
competitive position by replacing worn out 
and obsolescent facilities. The assumption 
lying behind this minimum plan is that 
long-term sales will remain equal to cur- 
rent sales. If, on the other hand, manage- 
ment assumes long-term sales increases, 
then logically management plans for capi- 
tal investment to increase facilities. A 
sound capital plan runs for considerably 
more than a year. However, for purposes 
of current year budgeting, only that part of 
the capital expenditure plan on which ex- 
penditures are to be made during the cur- 
rent year is reflected in the capital expendi- 
ture budget. 

The capital expenditure budget is of 
course included in the planned balance 
sheet as shown on the chart. 


6. Financial Thinking 

At this point, operating plans have been 
costed out and net profit results have been 
calculated. In the process to this point, to try 
to distinguish precisely between operating 
and financial thinking would be largely 
quibbling. Obviously, if the operating 
plans when budgeted result in a poor profit 
picture, the plans will (other things being 
equal) be reworked. To this extent, at 
least, the procedure described thus far is 





financial as much as operating in nature. 

From this point on, however, the pro- 
cedure is clearly financial in nature. All in- 
come and expenditures involved in the 
profit plan (excluding noncash items) and 
all capital costs are reflected in a planned 
cash flow. If. the profit planning has been 
soundly performed and in sufficient detail 
—by product line, by time period, and so 
forth—then the cash budget should be 2 
realistic projection of the cash position of 
the company at each month-end during the 
coming fiscal year. 

In the light of the cold facts of the cash 
budget, the financial planning for the com- 
pany can be instituted on a realistic basis. 

Here is the place where the operating 
man can be made aware of how his plans 
culminate at the level of the Board of Di- 
rectors. If suggested programs carry clear 
and reliable dollar signs, the president and 
the Board can much more soundly dis- 
charge their responsibilities for providing 
sound financing and for safeguarding the 
stockholders’ investment. An appreciation 
of this situation may help to call forth 
active and intelligent cooperation by the 
operating man in the construction of and 
adherence to a budgetary control system. 
Naturally, many other thiags are required 
to obtain his acceptance of budgetary con- 
trol, but understanding helps. 

The financial plan may react upon the 
capital expenditure plan and on the key 
forecasts. Of course, if financial analysis 
shows that the company has exactly enour 
money—no more and no less than required 
—to carry out its plans and to pay adequate 
dividends, then the financial plan does not 
alter the other plans and forecasts. But if 
financial analysis shows more than enough 


CHRYSLER CUSHIONS THE COST BUMPS 


As a sign and portent of these cost-conscious days, the 
April issue of Fortune carried an article on the Chrysler Cor- 
poration, which included the following observations: 

“The first step in making the divisions profit-conscious 
is the development of divisional comptroller offices. For the 
first time the divisions are sending each other bills for parts. 
Division purchasing agents, never before required to study 
intracompany purchases, are analyzing these invoices like 
any other invoices and sometimes challenging them. They 
are saying to their colleagues as firmly as to outside suppliers, 
‘If you can’t get your price down we will have to go some 
place else, to another division, or buy outside.’ Division 
presidents are sharpening every division operation—even 
engineering departments which they hope some day will be 
strong enough to take away not only production engineering 
but a large share of actual product development from High- 
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money, management should look for ways 
to use the money and obtain an adequate 
return on funds employed. And if financial 
analysis shows less than enough money, 
management must decide whether to ob- 
tain the extra money required or to cv’ 
back on plans for expanding facilities and 
increasing sales. Any such decision involv- 
ing a significant number of dollars will of 
course involve some adjustments in the 
forecasts, plans, and budgets. It is a matter 
of cut and try until prospective financing 
actions and operating actions have been 
balanced at an optimum point. 


LIMITATIONS 

In using the chart, several limitations 
should be recognized. The chart refers to 
a make-and-sell company, and is not fully 
applicable to other types of enterprises. It 
is a simplified version of a technical pro- 
cedure and does not reflect all the account- 
ing schedules required to develop a budget. 
It is also limited to the planning function 
and does not cover the reporting-against- 
plan aspect of budgetary control. 

The chart does not specifically reflect 
the effects of anticipated income taxes and 
dividends to stockholders. Neither does it 
provide for deferred treatment of expenses 
or other accounting refinements. 

Finally, the chart uses the terminology 
of direct costing. The basic distinction be- 
tween fixed 8 variable costs is of course 
an integral part of the profit planning ap- 
proach. And once the nonaccounting ex- 
ecutive has been briefed on the basis of the 
chart, it becomes much easier to explain 
to him how budgets are constructed on an 
inclusive costing basis (including fixed 
costs in inventory). 

However, there is no intent‘on to imply 
that profit planning depends upon the use 
of a complete direct costing system. On 
the contrary, it is possible to plan profits 
effectively and still maintain a more ortho- 
dox accounting system on the books. 


CONCLUSION 

In spite of these limitations, “The Basic 
Structure of Profit Planning in a Make-and- 
Sell Company” is a valuable tool for creat- 
ing better understanding of budgetary con- 
trol. It does give the nonaccounting execu- 
tive a sense of how the major financial 
statements reflect, item by item, the opera- 
tions of the company. And more impor- 
tantly, it serves to clarify how budgetary 
control may be used to achieve its three 
fundamental purposes: 


1. The sound establishment of operat- 
ing and profit objectives based on forecasts 
of the probable course of future events. 

2. The building of policies and plans 
to ensure proper coordination of all com- 
pany activities to achieve the established 
objectives. 

3. The building of plans in terms which 
allow for subsequent point-to-point com- 
parison of actual results against plans. 
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REPORT of the National Industrial 
Conferenze Board indicated that “re- 
negotiation during the present ‘peacetime’ 
period is a ‘guessing game’, according to 
most of the 176 companies surveyed.” 
This repeats some complaints voiced dur- 
ing World War II, when the renegotiation 
process was termed “‘star chamber proceed- 
ings’ and it was said that allowable profits 
tended to represent arbitrary standardized 
percentages of sales or net worth.* 
Renegotiation was conceived as an in- 
strument of sufficient flexibility to avoid 
criticisms of this kind. Unlike the tax law 
concerned with excess profits taxes, the 
statute-based system for the renegotiation 
of government contracts provides for rec- 
ognition of differential performance by 
contractors in determining allowable prof- 
its. Early in the development of renegotia- 
tion procedures, statutory factors were set 
forth. The latest enactment of the Renego- 
tiation Act of March 23, 1951, defines 
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Profit Determination in Renegotiation 


excessive profits with reference to five 
specific factors and then lists a sixth which 
suggests that the Renegotiation Board may 
take into account any other reasonable 
factors which the public interest and fair 
and equitable dealing may require. 

Judged by its critics, the renegotiation 
process has failed to accomplish its aims. 
To some extent the allegations may have 
validity and to some extent the dissatisfac- 
tion stems from the understandable reluc- 
tance to have any part of earnings recap- 
tured. But in the judgment of the writers, 
the major explanation for any dissatisfac- 
tion with renegotiation lies with two other 
factors: (1) the inherent difficulty of the 
process itself and (2) failure on the part 
of the contractor to present his renegotia- 
tion case properly. 

After commenting briefly on the first 
point, this paper will seek to indicate how 
the participation of businessmen in the re- 
negotiation process may improve to the 
benefit of all parties involved. 

The renegotiation problem is essentially 
the determination of a just “‘profit.”” The 
idea of a just profit or a just “‘price’”’ is an 
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ancient one. It was a problem in early phil- 
osophic and theological treatises. It was a 
center of speculative discussions in the 
Middle Ages. In modern times it is an 
issue not only in renegotiation proceed- 
ings, but in rate-making, price control, 
wage negotiations and in tax policy as well. 
Unfortunately, any attempt to solve the 
problems of the just price and just return 
through administrative determination is 
certain to end in failure. 

The conditions under which the just 
price will be achieved may be specified, but 
probably never completely attained. The 
chief ingredients are a distribution of 
wealth and abilities that satisfies com- 
munity consensus and relatively ‘‘normal”’ 
general economic conditions. Given these 
and competitive behavior among owners 
of productive services and among sellers 
of final products, the price system may be 
depended upon to achieve what formal 
controls will mever accomplish—fair 
wages, prices and profits. The only good 
answer therefore is a competitive price 
system operating without abnormal pres- 
sures. 

Renegotiation, however, reflects the ex- 
istence of enlarged military procurement 
activities. Thus, the necessary conditions 
for automatic attainment of the ends of 
the economic organization are lacking. Rec- 
ognizing that there is not a perfect solu- 
tion to the problem, we seek to suggest 
procedures that will most closely approxi- 
mate what is accomplished so effectively 
by a competitive price system. The problem 
is divided into two parts which will be dis- 
cussed separately. The first deals with the 
establishment of a basic rate of return for 
the firm. The second provides for recogni- 
tion of differential returns for differential 
effectiveness of performance. 


* Wall Street Journal, December 2, 1952, p. 
11. 
*See for example, History of Navy Depart- 
ment Renegotiations, Vol. I, p. 26; R. C. Os- 
born, The Renegotiation of War Profits (Ur- 
bana: 1948), pp. 90-91; J. Leonard Penny, “A 
Composite Case Study in Renegotiation,” Jour- 
nal of Accountancy, 77 (May 1944), pp. 389- 
91. 










HISTORICAL EARNINGS STANDARD 

Typically, price or profit controllers 
have relied most heavily on historical 
earnings as a guide. This presumes that a 
firm should be permitted to earn what it 
has earned in the past. 

The primary difkculty in the use of this 
standard lies in the selection of an appro- 
priate base period. Any period selected is 
likely to be imperfect for general applica- 
tion. The selection of a base period for the 
average earnings credit under the Excess 
Profits Tax Law enacted in 1950 will illus- 
trate the difficulties. The World War II 
base period, 1936-39, was by 1950 too 
ancient for current application. The years 
1940-1945 were the war years and obvi- 
ously not “normal.” The later years 1946- 
1949 were years of the transition period. 
They were unusually good for some indus- 
tries, unusually bad for others. 

This. suggests another problem in the 
use of an historical period. All kinds of 
special influences may have operated on 
the affairs of individual companies to make 
the application of the base period inequi- 
table. This was recognized in the elaborate 
Section 722 relief provisions of the World 
War II excess profits taxes. However, the 
necessity for special treatment of indi- 
vidual cases means abdication from the 
guidance provided by standards. 

Despite the wide reliance upon them, 
historical earnings are seriously defective 
as a standard for normal returns, but may 
be used as a source of limited information. 
If an historical earnings standard is em- 
ployed, provision for growth should be 
recognized by relating earnings to net 
worth or total assets. The earnings should 
reflect costs arrived at on the basis of 
current values; assets reflected in the de- 
nominator of rates of return ratios should 
be valued on a current basis by the use of 
index number adjustments.® 

Despite their wide utilization, historical 
earnings do not provide adequate guidance 
for establishing a basic rate of earnings. 
Further, an historical earnings standard 
does not rest upon strong theoretical foun- 
dations for its application. Accordingly, 
other guides to ieaekie earnings are ex- 
amined.* 


EQUITY FINANCING STANDARD 


The theory of the Equity Financing 
Standard is to permit a firm sufficient earn- 
ings to enable it to sell common stock at a 
price which will not reduce the pro rata 
share of present stockholders in the firm's 
assets, valued at current prices. In short, 
this standard would enable a firm to sell 
its common stock at book value adjusted 


*The reasons for this and the techniques 
which may be used are described in J. F. Wes- 
ton, “Fixed Asset Revaluations,” Accounting 
Review, October 1953. 

*A summary description is provided here; 
these standards are elaborated in J. F. Weston 
and Neil H. Jacoby, “Profit Standards,’ Quar- 
terly Journal of Economics, LXVI (May 1952), 
pp. 224-50. 
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to disguise your voice, too!” 


to current prices. It seeks to maintain fi- 
nancing through equity capital as a feasible 
alternative source of additional funds. 
The nature of the Equity Financing 
Standard can be most clearly conveyed by 
means of a brief illustrative example: 


Step 1—Calculate the book value per 
share of common stock at current prices. 


Balance Sheet (in $ Million) 

80 Current liabilities 
Long-term debt 
Net worth 


20 
10 
50 


80 


Total assets 


80 


The valuations are at historical costs. 
Assuming 1 million shares of common 
stock, we find that the book value per 
share is $50. Estimate the value of total 
assets at current prices. We can do this 
by: (a) insurance appraisal, or (b) use 
of index numbers (this will be inaccu- 
rate, but an improvement). Assume 
after appraisal the balance sheet is as 
follows: 


Balance Sheet (in $ Million) 

100 Current liabilities 20 
Long-term debt 10 
Net worth 70 


100 


Total assets 


100 


The book value per share is now $70. 


Step 2—Calculate the average dividend / 
price ratio over the previous ten years. 
This provides the yield expected by in- 
vestors from firms in the industry. We 
use industry yield rather than individual 
firm yield because (1) dividend pay- 
out percentages vary among firms, (2) 
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individual yields may vary for a wide 
variety of reasons. We assume the in- 
dustry average yield to be 5%. 

Step 3—Calculate the indicated yield in 
dollar amounts. For example, 5% of 
$70 equals $3.50. Thus if a firm is going 
to sell additional common stock at $70, 
it must have sufhcient earnings to enable 
it to pay out $3.50 in dividends. 

Step 4—On the average, firms pay out 
2/3 of earnings as dividends. Calculate 
indicated earnings after taxes. Using 
the above example, 2/3 X equals $3.50, 
so X equals $5.25. 


Step 5—Calculate earnings before taxes. 
We assume a 60% effective tax rate. 
Earnings before taxes are secured from 
the equation, .4E equals $5.25. E equals 
$12.13; $13.13 represents earnings be- 
fore taxes. If there are 1 million shares 
outstanding, the total allowable earn- 
ings would be $13,130,000, or this may 
be expressed as a percentage of net 
worth or as a percentage of sales. 


The Equity Financing Standard se: 
to make possible the ability to replace the 
economic resources used in the production 
of the goods priced in the renegotiation 
process. The earnings indicated by this 
standard must be attained in order to fi- 
nance asset purchases under the conditions 
characteristic when renegotiation is ap- 
plied. It is consistent with the fulfillment 
of the long-run procurement needs of the 
Government. 

The major limitation of this standard is 
its dependence upon book values of assets 

(Continued on page 240) 
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Seymour S. Mintz 


Recently the Internal Revenue Service 
has been conducting a drive against the 
disguised payment of compensation to 
corporate executives. In so acting, the 
Revenue Service has not been engaged 
solely in a junket of its own, but has also 
been responding to Congressional prod- 
ding. What is the background of this 
drive in other respects? Is it necessitated 
by existing abuses? Is the drive likely to 
go too far? How can corporations and 
their executives protect legitimate busi- 
ness policies relating to expense allow- 
ances, business trips, use of company 
property and receipt of company Services, 
participation by wives, etc.? 


HE CURRENT INVESTIGATION of dis- 

guised executive compensation is re- 
lated to a long-range Treasury study of 
fringe benefits for employes and execu- 
tives generally. A central factor in the 
latter study is the distinction between 
fringe benefits and conditions of employ- 
ment. For example, glass-enclosed fac- 
tories, fluorescent lighting, air-condition- 
ing, paneled office walls, and office ap- 
pointments for executives clearly are con- 
ditions of employment, particularly since 
these are mere adjuncts to the building in 
which the individual works. None of us 
would try to evaluate these in terms of 
pecuniary benefits, and assuredly not tax- 
able benefits, to the employes or execu- 


The Relationship Between Fringe Benefits and Taxation 


tives; these benefits are not compensation, 
but are “primarily for the purpose of 
facilitating the conduct of the employer's 
business.””4 

Other benefits closer to the category of 
compensation but still mainly on the “‘con- 
ditions of employment” side would prob- 
ably include such things as safety cloth- 
ing, on-the-job dispensary and clinical 
services, annual physical examinations, 
Christmas parties, er counseling 
service (including advice on interpersonal 
relations), and perhaps two other oddly 
assorted benefits: rest-period refresh- 
ments, and employer-absorption of the 
costs of administering the fringe-benefit 
programs. 

Almost astride the borderline of taxa- 
bility, and falling on either side depend- 
ing on the circumstances of the specific 
case, might be placed various educational, 
recreational and medical facilities such as 
discounts on purchases of goods or serv- 
ices from or through the employer, com- 
muting and transportation facilities, pay- 
ment of employes’ moving expenses, 
reimbursement of losses incurred in 
changing location (such as loss on sale of 
former home), or assistance in purchas- 
ing a home in the new location, and re- 
imbursement of casualty losses. 

The various taxable benefits would 
probably include such items as nurseries, 
interest-free loans, and certain premiums 
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on life, health, accident and hospitaliza- 
tion insurance. 

The distinctions in this field, however, 
are subtle and difficult, and there can be 
widespread disagreement over the tax 
groupings suggested above. Currently, the 
federal income tax is enforced against 
very few of the foregoing benefits. This 
situation stems from a number of causes: 


1. The tremendous difficulty in valuing 
most of these benefits for the purpose of 
taxing them to individual employes, and 
the burden of record-keeping which the 
task would impose on employers. A recent 
New York Times column by John Stuart 
quotes John S. Woodbridge, controller of 
Pan American World Airways, as stating 
that the clerical costs of the railroads al- 
ready run to ‘two-thirds of a billion dol- 
lars a year—a clerical cost equal to one- 
seventh of their total payroll.” While 
the valuation and record-keeping prob- 
lem involved in the taxation of mass 
fringe benefits would be minimized by 
the use of tables of uniform values for 
specific benefits, based perhaps on na- 
tional statistics as to employes in various 
categories, such an —- itself might 
be unduly costly and certainly would be 
arbitrary. 

2. The small amounts 
many individual instances. 

3. Doubts as to taxability. 

4. The existence of various Internal 
Revenue rulings indicating that particular 
benefits are not taxable. (The Revenue 
Service has modified some of these, but 
has left many others outstanding. ) 

5. The dearth of information going 
to the tax administrators as to the re- 
alization of benefits by particular em- 
ployes, since the employers and employes 
alike view the benefits as nontaxable and 
hence do not report them on either infor- 
mation returns or tax returns. It is cur- 
rently reported that the Internal Revenue 
Service is conducting a survey of 207 com- 
panies to ascertain the nature and scope of 


involved in 


‘The quoted phrase is from a discussion of 
these problems in the comments accompanying 
the February 1954 draft of the American Law 
Institute Income Tax Project, Vol. I, p. 202. 
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ically! Try Monro-Matic with exclusive auto- 
mation a week or so on your own figure work, 
in your own office—on us. Monroe Calculating 


Machine Company, Inc., Orange, N. J. 


OPERATORS WHO KNOW... PREFER M O N RO E CALCULATING, ADDING, ACCOUNTING MACHINES 





the fringe benefits made available to their 
employes.” 

6. Union pressures against a change 
in policy by the Internal Revenue Service. 

7. Possible Internal Revenue concern 
regarding the reaction of Congress. 

Not all the foregoing reasons for In- 
ternal Revenue caution as to fringe bene- 
fits generally, however, are applicable to 
the special problems of corporate execu- 
tives, and the campaign against the latter 
has gone merrily along, with magazine 
articles and frequent Internal Revenue 
pronouncements indicating that the days 
of the “Expense Account Aristocrats’’* are 
numbered. 


PERSONAL VS. BUSINESS EXPENSES 

The current Internal Revenue campaign 
against disguised executive compensa- 
tion is an area in which the same difficult 
and subtle distinctions are as decisive as 
in the field of fringe benefits. Funda- 
mentally, the question remains—does the 
particular item constitute compensation to 
the executive or is it in the nature of a 
working condition whose primary pur- 

se is the advancement of the employer's 

usiness? In the latter event, the item 
should not be taxed. 

The line between personal expenses and 
business expenses is a hazy one. Nor is 
the haze lessened by the widely accepted 
fact that “a (corporate) president can 


Education for 
Employes’ Children 


A new — te program, providing 


four-year college educations for winning 
candidates among sons and daughters of 
Pitney-Bowes employes, was announced 
recently. 

Effective immediately, the program will 
result in the selection of two winners this 
spring, after which two additional four- 
year scholarships will be awarded annu- 
ally, bringing a yearly total of eight stu- 
dents into the plan by 1957 and thereafter. 

Open to qualifying children of Pitney- 
Bowes employes at Stamford and through- 
out the United States and Canada, the pro- 
gram will be limited to each year’s high 
school seniors. Successful candidates will 
win full tuition and academic fees for 
four years at the college or university of 
their choice, plus allowances for the cost 
of living. 

Winners will be chosen on the basis of 
competitive test scores and other qualifica- 
tions, with the decisions to be made by 
an independent board of educators, of 
which Dr. George N. Schuster, president 
of Hunter College, New York City, has 
agreed to be chairman. 
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scarcely shake himself wholly free from 
his executive responsibilities at any time 
or place.”* As a result corporations are 
faced with the difficult question as to 
which expenditures of executives “shall 
the company pay on the ground that they 
are clearly advantageous to the company 
and necessary to its business; and which 
expenses is the company willing to have 
the executive discontinue because the com- 
pany refuses to pay them and he cannot 
afford them ?’’5 

The very life of many businesses de- 
pends on the incurring of certain expenses 
for business travel, and for the entertain- 
ment of suppliers and customers and the 
making of new contacts. Not even the 
most captious revenue agent would dis- 
agree that, within reasonable limits as to 
amount, the employer could assume the 
burden of such expenditures for his execu- 
tives without being accused of giving 
them concealed compensation. 

High tax rates, however, inevitably 
have brought increasing pressures upon 
employers to assume more and more of the 
kind of expenditures that would formerl 
have been borne by the executive himself, 
and to provide certain other perquisites 
such as the use of company equipment 
and services. A man who must earn $80 
or $100 in order to get $10 to spend on 
himself would much rather have such 
perquisites than an equivalent increase in 


meanenncons sate oe 


A loan plan, enabling its employes to 
finance a college education for their chil- 
dren by borrowing funds from the com- 
pany on a long-term basis, was recently 
announced by Prentice-Hall, Inc., New 
York. It provides for loans to career em- 
ployes (defined as those with at least three 
years of service) up to $2,000 at 3% in- 
terest in the amount of $500 a year for each 
of four years. 

The plan provides for repayment to the 
company at the rate of 10% of the loan 
each year for 10 years with the annual 10% 
payment of the loan coming due in July of 
each year at the time the Prentice-Hall 
profit-sharing plan payments are made. 
Thus, in most cases, an employe would 
not have to use regular pay in order to 
meet the payments. 

In announcing such a plan, Richard P. 
Ettinger, president and board chairman, 
said that “American industry has an ob- 
ligation to its employes and to the Na- 
tion’s colleges and universities to help 
make higher education available to those 
desiring it who may be hindered by its 
high cost and the pinch of today’s living 
expenses. . . . 

It is preferable to government handouts 
and in keeping with the spirit of our 
economic system.” 
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salary——provided business reasons can be 
offered to save him from being taxed on 
the benefits. Employers, in fact, have in- 
itiated these changes because an execu- 
tive living on a tax-depleted budget might 
forego many expenditures which are ad- 
vantageous to his business and to him, 
and which, in an almost forgotten yester- 
day, he would have borne himself as a 
matter of course. An employer may find 
it strongly to its own advantage to pay a 
fatigued executive's expenses to a tax in- 
stitute in Miami or a business convention 
in Bermuda, incidentally providing him 
with a refreshing vacation that he might 
have been unwilling or unable to take at 
his own expense. Taking into account the 
huge cost of developing senior executives, 
and the mental and physical stress and 
strain on them (of which the medical pro- 
fession is beginning to take special cog- 
nizance), industry has a selfish interest 
in maintaining their wellbeing. 

Similarly, an employer may prefer to pay 
the executive's country club dues, rather 
than have him cut the personal and busi- 
ness benefits of membership from _ his 
budget. And an employer may send its 
own employes to beautify the executive's 
home and garden, rather than suffer the 
loss of prestige which might arise if his 
home presented a shoddy appearance. If 
a business wants its top personnel to 
keep up with the Joneses, it may find it 
eer or at least desirable to foot the 

ill. 

It is not a great step from there, how- 
ever, to the abuses which seem so rife— 
although rumors and gossip seem to pre- 
dominate over statistics in this area. 
Clearly, the line must be drawn some- 
where. To the extent that the employer's 
contribution serves to improve the execu- 
tive’s living standard without causing 
him to incur tax, the executive may be 
accused of unloading the cost of his per- 
sonal pleasures upon taxpayers generally. 
Because so many expenditures confer both 
personal and business benefits, however, 
the line is most difficult to draw. And it 
is essential to avoid charging the execu- 
tive with the receipt of taxable pleasures, 
as in the form of travel to distant places 
or the so-called enjoyment of night clubs 
or duck blinds in the rain, when fre- 
quently he would prefer to be back in his 
own home. 


HANDLING EXECUTIVE EXPENSES 

In drawing the line, it is necessary to 
consider first the several methods by 
which the employer may handle the ex- 


* J. K. Lasser, Reports on Taxes, March 1, 
1954, p. 3. 

* This is the title of an article in the March 
9, 1953 issue of Life. 

* Sanders, Effects of Taxation on Executives, 
Harvard Business School (1951), p. 143. The 
quoted statement is, of course, frequently true 
of corporate executives below the rank of presi- 
dent, as well. 

5 Ibid., p. 148. 





penses of executive travel, entertainment, 
and the like, since the tax consequences 
may vary considerably from one method 
to another. 


1. Quite commonly, the employer may 
agree to pay the executive a fixed periodic 
amount for entertainment, for which he 
need not account. 

2. The employer may advance to or re- 
imburse the executive for his actual ex- 
penses of a designated nature, perhaps 
with a specified top limit. 

3. In some instances, the employer 
may bear the burden directly, by furnish- 
ing company-owned automobiles and air- 
planes, maintaining stand-by hotel rooms, 
and it is even reported that one employer 
found it advantageous to establish its own 
private night club for the entertainment 
of business guests. 

4. And finally, the executive may be 
paid a salary which is intended to be 
sufficient to permit him to bear all or some 
of his expenses without reimbursement. 


The first method, the flat expense al- 
lowance, has had much appeal because of 
the average executive’s distaste for keep- 
ing close account of his spending and be- 
cause it saved both parties the unpleasant 
task of segregating business and personal 
items. The tax consequences of such a 
method, however, can be severe. 

Under such an arrangement, the ex- 

mse allowance, which the executive is 

ree to spend without accountability, is 
as much a part of his taxable income as 
is his salary, and he must then support 
each expenditure as a business deduction.® 
That means that he has merely deferred, 
not avoided, the unpleasant task of ac- 
counting, and he must prove his case, 
after memories have faded, to a man who 
may prove less understanding than even 
a strict company auditor. 

He must prove, first of all, that he ac- 
tually spent the amount that he claims to 
have spent. If he lacks detailed records, 
the revenue agent may deny the deduction 
entirely, thus leaving the executive taxable 
on the gross amount of the expense allow- 
ance? or, if satisfied that at least some 
amount was spent for allowable purposes, 
the agent may allow an estimated amount 
—resolving all doubts against the execu- 
tive.8 Inevitably the executive will wind 
up with a smaller deduction than if he 
had been able to produce vouchers or 
even memoranda of expenditures. 

Secondly, the executive must prove that 
the purpose of each expenditure was to 
attend to business or to drum up new 
business, that the expenditure was reason- 
ably calculated to accomplish the end 


* Regulations 118, § 39.23(a)-2(d); Lucien 
I. Yeomans, 5 T.C. 870 (1945); Ollie V. Kess- 
ler, 39 B.T.A. 646 (1939). 

Ollie V. Kessler, 39 T.T.A. 646 (1939); 
Ohio Novelty Co., 6 T.C.M. 1128 (1947); 
Dave S. Joseph, 1 T.C.M. 105 (1942). 

® George M. Cohan v. Comm’r, 39 F. (2d) 
540 (2d Cir. 1930). 


WILL ADDRESS CONTROLLERS WESTERN CONFERENCE AT VICTORIA, B. C. 
(Full program on page 241 of this issue) 


JOHN E. SULLIVAN 


LAUREN R. DONALDSON 


sought, and that business benefits were 
not merely incidental. If he travels, and 
mixes pleasure with business, he must be 
prepared to segregate the necessary cost 
of the business trip from its vacation as- 
pects.® If he takes his wife along, he may 
thereby red-flag the entire trip as a pleas- 
ure trip or, at best, he may be allowed 
only those expenses attributable to him- 
self,1° unless he can prove that she per- 
formed bona fide secretarial services’! or 
that the purpose of the trip required en- 
tertaining in which it was necessary that 
his wife participate.!* 

When it comes to entertainment ex- 
penses, the executive p renal will find 
the revenue agent is dubious. If the ex- 
ecutive entertains business contacts who 
have also become his friends through long 
association, he must be prepared to show 
that a real business benefit was antici- 
pated!8—a showing that may be particu- 
larly hard to make if they entertain each 
other reciprocally!* or if much of the en- 


*Edgar A. Basse, 10 T.C. 328 (1948); Es- 
tate of Earl W. Hamlin, 9 T.C.M. 991 (1950), 
aff'd, 188 F. (2d) 364 (6th Cir. 1951); Max 
E. Wind, 3 T.C.M. 376 (1944). 

® Axel S. Stokby, 12 T.C.M. 761 (1953). 

“Walkup Drayage & Warehouse Co. 4 
T.C.M. 695 (1945). 

* J. Gordon Gaines, Inc., 
(1951). 

* Estate of Edwin R. Fisher, 11 T.C.M. 607 
(1952). 


10 T.C.M. 284 


CORYDON WAGNER 


tertaining is at evening social occasions 
with their wives.15 He must show, not 
merely in the abstract, that entertaining is 
helpful to business!® but that the particu- 
lar entertaining was undertaken to aid 
the employer's business and not merely to 
establish the executive personally as a 
“good fellow.’"!7 He must show that the 
amount spent “bears some rational pro- 
portion to the income” which he hopes 
will result.1* 

That does not mean necessarily that the 
Revenue Service will second guess a bona 
fide business judgment on the nature or 
amount of entertaining that the business 
requires; but all these elements bear on 
the question of whether the executive is 
really trying to shift the cost of his per- 
sonal pleasures to other taxpayers. In the 
absence of accountability to the employer, 
there is no real assurance that the enter- 
tainment was for business purposes, and 
the executive will have to prove his case. 

(Continued on page 230) 


“ James Schulz, 16 T.C. 401 (1951); Wil- 
bur H. Clayton, 7 T.C.M. 349 (1948). 

* James Schulz, 16 T.C. 401 (1951). 

* Cf. Louis Boehm, 35 B.T.A. 1106 (1937). 

* Victor Cooper, 8 T.C.M. 689 (1949), 
aff'd, 184 F. (2d) 514 (3d Cir. 1950) ; Dave S. 
Joseph, 1 T.C.M. 105 (1942). 

* Penn v. Robertson, 29 F. Supp. 386, 387 
(M.D.N.C. 1939), aff'd on other points, 115 F. 
(2d) 167 (4th Cir. 1940). Cf. Comm’r v. Lin- 
coln Electric Co., 176 F. (2d) 815 (6th Cir. 
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STATE TAX LAW CHALLENGED 

In a 5 to 4 decision, the Supreme Court has held that Mary- 
land cannot require an out-of-state retailer to collect and remit 
the Maryland Use Tax on sales made in Delaware to Maryland 
customers where the foreign vendor has not subjected himself 
to the jurisdiction or taxing power of Maryland. 


GOVERNMENT BY FEES 

Plans of government regulatory agencies (ICC, CAB, CAA, 
FTC) to charge fees to companies for a license that they must 
have to stay in business will be delayed. The Senate Commerce 
Committee has suggested that the agencies wait at least a year on 
this plan, even though former Budget Director Dodge had said 
the Government was paying out some $50 million for licensing 
activities and getting back only about $20 million. 


IRS DECENTRALIZATION 

Taxpayers may now settle deficiencies or over-assessments of 
$50,000 or less with local heads of the Revenue Service's ap- 
pellate division. Jurisdiction of such officials was formerly lim- 
ited in settlement matters to cases involving $10,000 or less. 


LOANS FOR WORKING CAPITAL 

A recent Defense Department directive states that guaranteed 
loans under the Defense Production Act will be used primarily 
for working capital purposes and not for facilities eg. casa 
Advance payments and progress payments, under the directive, 
may not be used to finance fixed asset acquisitions for contractor- 
ownership. These limitations, however, do not apply to facilities 
acquired for government ownership. 


COLD WAR CONTROLS 

The Administration has settled on a plan to simplify present 
materials controls during the duration of the cold war. Some 
spokesmen for the plan estimate that as much as 85% of the 
special allotment bookkeeping now imposed on defense contrac- 
tors and subcontractors will be eliminated under the plan. Secre- 
tary Wilson has given up his opposition to the idea of long-term 
materials control. 


FIRMNESS OF BID 

A bid which meets the specifications, but in which the bidder 
fails to state whether the price is firm or is subject to escalation 
must be rejected, according to a decision by the Comptroller 
General. The reasoning was that the bidder could subsequently 
make an election to his own advantage and that to ‘clarify the 
original bid after opening would soon reduce to a farce the 
whole procedure of letting public contracts on an open com- 
petitive basis.” 
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FORCED BARGAINING 

The National Labor Relations Board will have to decide 
whether employers must bargain with the unions over the ques- 
tion of employe stock-purchase plans. The present case arises 
over a dispute between the CIO Oil Union and an oil corpora- 
tion in which the union accuses the corporation of violating the 
Taft-Hartley Act by refusing to bargain on the terms of the 
stock-purchase plan for the company’s employes. 


GOVERNMENT CLEAN-UP 

The United States Treasury will get a face-lifting and a 
sige is firm will get $68,290 for scrubbing and bird-proof- 
ing the building. 


ACCOUNTING FOR BAD DEBTS 

IRS has approved an alternative method for the use of banks 
in computing the annual addition to the reserve for bad debts 
and the maximum amount to be permitted to be accumulated in 
such reserve. In lieu of the moving average experience factor 
determined on the basis of 20 years, including the taxable year, 
a bank may now use an average experience factor based on any 
20 consecutive years of its own experience after the year 1927. 
A bank on the specific method of accounting for bad debts, can 
use the new method by applying for a change to IRS. 


WALSH-HEALEY INTERPRETATIONS 

Employes on whose behalf the Government has recovered 
wage underpayments by suit under the Walsh-Healey Act are 
entitled to receive the accrued interest as well as the principal 
amount of the judgment, according to the instructions issued by 
the Comptroller General to the Secretary of Labor. 


REPORTS TO SEC 


Form U-5-S, the annual reporting form for registered holding 
companies, has been modified to eliminate questions which now 
serve little useful regulatory or disclosure purpose and impose a 
substantial reporting burden. The revised form can also be used 
to satisfy annual reporting requirements for registered holding 
companies and for their subsidiaries. A new SEC regulation, Rule 
U-29, effective April 30, concerns submission to the SEC of 
stockholders’ reports and annual reports. 


IRS RULINGS 

Two new rulings have been made by Internal Revenue Serv- 
ice concerning the effect of Section 3806 of the IRC and the 
interpretation to be placed upon REV. RUL. 53 of 1953. REV. 
RUL. 54-82 pertains to refunds by subcontractors pursuant to 
price redetermination clauses in subcontracts. REV. RUL. 54-83 
pertains to upward adjustment of prices under price redeter- 
mination clauses contained in prime contracts. 


“HIT AND RUN” STRIKES 

Strike tactics used by the CIO communication workers 
(CWA) in 1951 against the Pacific Telephone & Telegraph 
Company were considered improper strike activities, in the view 
of the NLRB, and the strikers were removed from the protec- 
tion of the Labor-Management Relations Act. Employes who 
refused to cross the picket lines also removed themselves from 
the protection of the Act. The strike technique was to have the 
ge fa walk off their jobs on different days and then return 
and walk out again after a day or two. The NLRB also held 
that the company did not have to reinstate the sympathy strikers 
immediately upon the disappearance of the picket line. If the 
company had “discriminated against any of them, or caused 
them to wait longer than was economically necessary before re- 
storing them to work,” NLRB held, “its conduct would not have 
been unlawful.” —BEN JAMIN R. MAKELA 
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Company’s biggest headache—city traffic included. 
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trucks and forwards it by motor truck to stores, piers 
and other terminals. Records are exchanged at every 
step ... and the bookkeeping department must keep 
tabs on it all. This was a tedious and costly task when 
information was transcribed by hand. 


How a $600 per year investment pays off 


The simple act of dropping the manufacturer’s shipping 
ticket and the corresponding delivery receipt into a 
Recordak Microfilmer ended Moledzky’s big headache. No 
check-sheets to keep . . . no transcription errors . . . no 
signatures misinterpreted. One clerk handles over 3,000 
tickets and receipts per day and still has hours left for other 
work. Reference is much faster, too. Moledzky’s film records 
are filed at the finger tips . . . ready for immediate review 
in a Recordak Film Reader. 

Total microfilming costs are less than $600 per year— 
the savings $5,000. As the Moledzky Transportation Com- 
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Evaluation of 
Executive Training Courses 


Allison V. MacCullough 


ALLISON V. MACCULLOUGH entered the field of indus- 
trial personnel administration after 14 years in educational 
administration in public and private schools. Much of his 
work has been in organization planning and management 
development, first in the American Viscose Corp. and Vick 
Chemical Co. and, since 1947, as an independent manage- 
ment consultant at Rye, N. Y. He will conduct the “Admin- 
istrative Functions” course at the Graduate School of Credit 
and Financial Management sponsored by the Credit Re- 
search Foundation of the National Association of Credit Men. 
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Dartmouth College—photo courtesy the Gradu- 
ate School of Credit and Financial Management 
conducted by the Credit Research Foundation. 


ITH THE WIDESPREAD ACCEPTANCE 
W;, industry of the need for educa- 
tional facilities for executive training, it 
now seems appropriate to assay the value 
of such courses to the executives and to 
their firms. 

In the past year at least seven universi- 
ties have added their facilities to the 
dozen or so operating at that time. This 
represents something better than a 50% 
increase in the number of universities 
which have recognized the significance of 
this new aspect of adult education. Fur- 
thermore, it is better than a 30% increase 
in the number of executives who can be 
accommodated. In addition, several uni- 
versities are now conducting two sessions 
a year instead of one. While this increase 
can be thought of as encouraging, per- 
haps the most important single aspect of 
this growth is that more of the programs 
are becoming selective in the applicants 
they will accept. It appears that ther are 
slowly recognizing the exact type of ex- 
ecutive to whom they can be of the great- 
est assistance. 


CHOOSING THE EXECUTIVE 


Commensurate with the greater avail- 
ability of facilities, there is a need for 
companies to be intelligently discriminat- 
ing in their attempts to match the defined 
needs of each of their executives to the 
program which is best equipped to fill 
them. Too often, a university is selected 
because it is the president’s Alma Mater ; 
or because it is near home; or because the 
program lasts only three or four weeks, or 
for some other inadequate reason. The 
president of one company told me that 
he sent four of his executives each year 
to a certain program because the Dean of 
the Graduate School of Business, one of 
his dearest friends, requested him to do 
so. Many company presidents seem un- 
aware that these programs are not alike— 
that they differ widely in many respects. 
The same program that is “meat’’ to one 
executive can be “‘poison’’ to another. 

Certain company presidents seem eager 
to find the one best program and send 
all their most promising men to it. Such 
presidents fail to realize that there is ‘‘no 
one best program.” A program is “best” 
only in terms of its ability to meet the 
needs of a particular executive better than 
can any other university program. Per- 
haps this blind approach is used because 
many presidents do not have a clear 
knowledge of the strengths and weak- 
nesses of their subordinate executives and 
in the lack of that knowledge simply can 
not match an executive with a program. 

An encouraging factor is found in the 
improved statements of objectives which 
the universities are now issuing. Not only 
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Pittsburgh Nine weeks March & $825. Junior 
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Harriman, N. Y. 








Senior 
Executive 


June-July $1750. 44 
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43 20 National 
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Junior East 


Executive 


July & 
August 


Six weeks 
Six days a week 





‘53 $1200 20 















GRADUATE SCHOOL 








OF CREDIT AND Dartmouth 
FINANCIAL and 
MANAGEMENT Stanford 
UNIVERSITY OF 

GEORGIA Athens 
HARVARD Cambridge 











HOUSTON 








INDIANA 





Houston 





Bloomington 











Stanford 75 
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are such clarifications helpful but, at long 
last, many of the universities are building 
their courses for middle management 
people and no longer insist that they want 
only “top executives.” Furthermore, the 
universities are improving their programs. 
They are reshaping their materials, chang- 
ing their methods to more effective ones 
and their faculties are becoming more 
skilled in dealing with mature executives. 
These executive training programs now 
seem to be accepted as an established and 
permanent part of the university service 
and are no longer on a trial basis. 


EXECUTIVE TRAINING CHECKUP 

During the past year I have interviewed 
at least 60 men who have participated in 
the executive training programs. In sev- 
eral instances I have talked also with the 
man’s superior and, in a few cases, I have 
had the privilege of talking with the par- 
ticipant’s subordinates. For the purposes 
of evaluation of a program, talking with 
the man who participated, even weeks and 
months after he finished the course, was 
rather an unrewarding experience. Most of 
the men have a high estimate of the value 
of the program regardless of which one 
they attended. They feel that it was time 
and money well spent but they remain al- 
most inarticulate as to specific benefits. 
The superior and subordinates of the man, 
however, have a different view. 


More often than not, the superior feels 
that the man has learned how to handle a 
problem; how to assemble all the perti- 
nent data, to analyze them and to come 
up with improved conclusions and course 
of action. 

The subordinates usually express the 
thought that the boss is now better or- 
ganized personally, that he organizes the 
work of the department better, is better 
at delegating and controlling, is more 
composed and has a better “team” under 
him than previously. These comments are 
significant. In my judgment, they repre- 
sent “money in the bank.” Alone, they 
justify the investment. 


FOLLOWING THROUGH 


There still exist too many company 
presidents who assume a holy, virtuous 
feeling whenever they send a man away 
to a program, They seem to feel that they 
have discharged their obligation to the 
man and to the company in pursuing this 
course of action. They fail to see that most 
of the task of developing an executive 
must occur right on the job; that it is a 
primary and continuing responsibility of 
the superior—every superior—to develop 
his subordinates. It is more apparent now 
than a year ago that the constant “coach- 
ing” of a subordinate is perhaps the 
priceless ingredient in the development of 
a younger man. 
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No university program can possibly 
be a substitute for it, or for other aspects 
of learning right on the job. Likewise, it 
may be said that nothing that can occur to 
a man on the job—even with the perfect 
“coach” as a superior and other factors 
being ideal—which equals or duplicates 
his experience as a participant in the right 
university program. 

This is mostly due to two factors: First, 
the man is completely divorced from his 
normal responsibilities for a period of 
weeks. Such freedom, regardless of what 
a man might do, would doubtless be 
beneficial. Second, the real value lies in 
the fact that the man is learning from his 
counterparts from other companies and 
industries. This process of the “cross fer- 
tilization of ideas” is invaluable and can 
not be duplicated in an in-company train- 
ing effort. In-company training efforts 
and university training programs supple- 
ment each other rather than replace each 
other. 

It seems evident that university execu- 
tive training programs will continue to 
grow in number and improve in effective- 
ness as they gain experience. Even though 
university officials have much to learn 
about the principles and methods which 
underlie the process by which mature ex- 
ecutives learn, sure-footed progress is be- 
ing made. As it is, the universities are 
playing an indispensable part in assuring 
the strength and continuity of manage- 
ment of American industry and business. 


Wharton School Offers Dual 
Summer Refresher Conference 


A fast moving, thoroughly condensed 
and pin-pointed session covering the fun- 
damentals of a recently developed full- 
year course in the regular curriculum is 
being offered by the Wharton School of 
Finance and Commerce, University of 
Pennsylvania, from June 14-18, 1954, 
comprising these subjects: 

The use and application in shop and of- 
fice of motion economy, forms design, 
work measurement, time study, work dis- 
tribution charts, flow process charts, mul- 
tiple activity charts, workplace charts, op- 
eration charts, predetermined standards, 
incentive systems, suggestion systems, cam- 
era and film studies, materials handling, 
and office and plant layout. 

This basic project represents prepara- 
tion for the more advanced conference to 
be held June 21-July 2 on “Work Simpli- 
fication and Measurement in the Office and 
Factory” in which concepts, principles and 
policy matters will be applied to specific 
problems and projects during the lecture 
periods, conferee discussions, and labora- 
tory sessions conducted by recognized au- 
thorities from industry, labor, government 
or education. 
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Depreciation Allowances and Replacements Restated 


Robert Eisner 


OME OF THE COMMENT on my “Con- 
S ventional Depreciation Allowances 
versus Replacement Cost,” which ap- 
peared in the November 1953 issue of 
THE CONTROLLER has surprised me. I en- 
deavored to demonstrate a certain arith- 
metic relationship between the rate of 
growth of acquisition of assets and the 
ratio of depreciation to replacement (or 
retirement). This relationship reveals that 
the factor of growth tends to make de- 
preciation allowances exceed replacement 
requirements and this excess tends to be 
more than enough to compensate for price 
increases, unless the rate of increase of 
prices is greater than the rate of growth 
of acquisition of real assets. 

The above is what I wrote and tried to 
demonstrate with simplified numerical 
examples, but the critics of my article 
seem to have charged me with several 
statements which I did mot make. 

One of the criticisms of my article con- 
cerns its alleged “conclusion that deprecia- 
tion allowances must be overstated and 
corporate profits are thereby understated.” 
But, there is no such statement in my 
article. In order to demolish the statement 
which I never made, its author says: “Pro- 
fessor Eisner holds to a replacement idea 
of depreciation. . . . Insofar as Profes- 
sor Eisner is concerned, the current 
amount to be charged for depreciation in 
any year is the cost of replacing assets re- 
tired from service in that year... . “It 
should be emphasized that Professor Eis- 
ner’s conclusions as to the ‘overstatement’ 
of depreciation allowances are based on 
acceptance of his erroneous idea of de- 
preciation.” But I did not advance that 
idea. 

My article in THE CONTROLLER was 
directed against replacement cost account- 
ing, not in its favor. My conclusion, as 
opposed to the conclusion attributed to 
me, was that “true replacement costs, as 
opposed to the price-adjusted accounting 
figures, are a very uncertain criterion for 
depreciation allowances.” 

My article was also criticized on the 
grounds of confusing various concepts of 
“replacement”’ and treating them all as 
“synonymous.” Actually, I endeavored to 
indicate in my comments on statements by 
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replacement cost advocates that the real 
problem stemmed from precisely such 
treatment of different concepts as synony- 
mous. My point is that by using the term 
“replacement cost’ in advocacy of what 
is in fact merely conventional depreciation 
charges adjusted for price changes there 
is a confounding of two concepts which 
should be distinct. 

The tables which I developed have been 
criticized on the following grounds: 


se 


EDITOR’S NOTE: Professor Eisner’s article, 
“Conventional Depreciation Allowances 
versus Replacement Cost,” appeared in 
the November 1953 issue of THE CON- 
TROLLER. The January 1954 issue carried 
an article, “Another Look at Depreciation 
Allowances,” and several comments in the 
“Correspondence” columns which took is- 
sue with Professor Eisner’s article. Profes- 
sor Eisner feels that portions of his article 
were misinterpreted so the following 
space is being made available for a clari- 
fication of the pertinent sections of his 
original article. 


1. With price increases but no growth 
in the rate of acquisition of assets in real 
terms, depreciation charges will be Jess 
than replacement requirements ; 

2. If the rate of growth and acquisi- 
tion of assets in real terms becomes nega- 
tive while prices continue to rise, the cost 
of replacing expiring assets will come to 
exceed depreciation charges. 

3. Results will be different if prices de- 
cline. 


None of these arguments, however, 
contradicts in any manner the statements 
of my article. For, as I tried to make clear, 
the relationships I tried to describe stem 
directly from the phenomenon of growth. 
It seemed worth while to explore those 
relationships because our economy as a 
whole, and the majority of firms in our 
economy, have generally been growing. 
If any particular firm has a negative rate 
of growth in real acquisition of assets, 
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conclusions for that firm will be reversed ; 
and if a generally growing firm goes into 
a period of “‘decline’’ conclusions will be 
reversed if the “decline” continues long 
enough. As I indicated at the end of my 
article, the exact implications of the re- 
lationships I discuss for any particular 
firm can only be learned by consideration 
of the pertinent data for that firm. Such 
data might relate to rates of growth of 
acquisition, price changes and other rele- 
vant factors for assets of various dura- 
bilities and depreciation categories in the 
firm under consideration. 

One of the tables entitled “No Growth 
—Price Decline 5 Per Year Beginning in 
16th Year,” which was developed to re- 
fute my article, shows that even with no 
growth, replacements become less than 
depreciation charges shortly after price 
declines set in. But this merely presents in 
detail one of the implications of my article 
because I pointed out that the relationship 
of depreciation allowances exceeding re- 
placement requirements holds if the rate 
of growth in real terms is greater than the 
rate of growth of prices. 

These last points may be properly em- 
phasized by quoting again from my origi- 
nal article, ““We may fairly reasonably as- 
sume a continued growth of the typical 
American firm. In that case, substitution 
of replacement costs, correctly calculated, 
for conventional depreciation allowances 
will reduce paper profits and tax liabilities 
and increase the flow of funds available 
for reinvestment, only if the rate of 
growth of prices, in itself, is greater than 
the real rate of growth of the firm’s acqui- 
sition of assets. On the basis of past ex- 
perience, we can hazard the judgment that 
such a rate of increase of prices is possible, 
but very far from something to count on. 
. . . Finally, the exact nature of these 
relationships for any particular firm must 
depend in large part on its own particular 
situation.” 

Another comment on my article pointed 
out that growing firms are, in fact, able 
to finance part of their expansion out of 
the excess of depreciation allowances over 
replacement requirements, and to the ex- 
tent that prices rise there will be less 
available in this “excess” to finance ex- 
pansion. Here, though, the problem of 
whether the situation should be changed 

(Continued on page 248) 





THE CONTROLLER CAMERA COVERS A CONFERENCE 
CONTROLLERS INSTITUTE OF AMERICA - WASHINGTON, D. C. MARCH 21-23 


Under the seal of Controllers Institute of America at the 1954 Eastern Spring 
Conference, four members of the Institute exchanged pleasantries: (left to 
right) EDMUND L. GRIMES, executive vice president of Commercial Credit 
Company, Baltimore, Md., past president of Controllers Institute, 1952-53, 
and now Chairman of the Board of Directors; HENRY W. HERZOG, comptroller 
and treasurer, The George Washington University, Washington, general chair- 
man of the Conference and past president of the District of Columbia Con- 
trol, 1947-48, who were hosts to the visiting members; GEORGE W. SCHWARZ, 
vice president and treasurer, Wyandotte Chemicals Corporation, and president 
of Controllers Institute; and MILTON A. BARLOW, secretary-treasurer, Hot 
Shoppes Inc., Washington, president of the District of Columbia Control. 


THE HEAD TABLE at the opening luncheon featured national officials and 
representatives of local Controls, including (left to right in picture left above): 
Upper table: GEORGE W. SCHWARZ, president, Controllers Institute; PHILIP 
L. GRAHAM, publisher, The Washington Post (speaker); HENRY W. HERZOG, 
general chairman of the Conference; and DR. JOSEPH R. SIZOO, professor of 
Religion, The George Washington University (invocation). Lower table (left to 
right): DONALD P. JONES, Sun Oil Co., vice president of the Philadelphia 
Control; HAROLD S. GENEEN, Jones & Laughlin Steel Corporation, vice presi- 
dent of the Pittsburgh Control; STEPHEN A. LIPSCOMB, JR., Camp Manufactur- 
ing Co., Inc., president of the Richmond Control; EDWARD J. STUEWE, The Unity 


THE TUESDAY LUNCHEON honored the following Committee Chairmen of the 
Conference (left to right at lower table): JENNINGS A. SNIDER, Ladies Hospi- 
tality; FRANK B. MORGAN, Reception; HAROLD J. ALTHOUSE, Publicity; JAMES 
W. SHIELDS, Arrangements; J. W. UPTON, Finance; CHARLES L. ATHERTON, 
Housing; BENJAMIN R. MAKELA, assistant secretary, Controllers Institute and 
headquarters representative to Committee; H. R. BARBEE, member, Speakers 
Hospitality; CARROLL C. PIKE, Registration; THEODORE HERZ, Program; OTIS 
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Life & Accident Insurance Association, director, Syracuse Control; and JOHN F. 
KIDNER, Canadian Oil Comp Limited, director, Toronto, Ontario, Control. 





(Left to right in picture right above): HARRY Y. WRIGHT, Fidelity and Deposit 
Company of Maryland, president of Baltimore Control; MARSHALL E. HOYT, 
Nash Engineering Co., president of Bridgeport Control; C. C. LAY, The Wheland 
Co., Regional vice president (Region V); ANTHONY C. HILL, Wilkinson-Kompass 
Limited, vice president of Hamilton, Ontario, Control; NELSON T. HAMPSON, 
Lowe Paper Co., president of the New York City Control; EDMUND L. WOR- 
FOLK, International Projector Corp., president of the Newark, N. J., Control. 


H. RITENOUR, 1947 Chairman, ex officio; MILTON A. BARLOW, president, 
District of Columbia Control, ex officio; and A. H. WIEDEMAN, assistant secre- 
tary of the Institute. Upper table: A. L. FOWLER, president, Controllership 
Foundation; President GEORGE W. SCHWARZ; JAMES C. OLSON, speakers; 
CHARLES H. YARDLEY, vice president, Region Ill; HENRY W. HERZOG, gen- 
eral chairman of the Conference; HOWARD G. OBERLANDER, Conference 
and FRANKLIN A. GIBBONS, JR., Conference secretary. 


vice chairman; 
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NEW DIRECTORS 


period beginning September 1, 1954. Those elected are shown with their regions. 


NELSON T. HAMPSON 


Region 2 Region 2 


WILLIAM A. CRICHLEY 


Region 6 Region 8 


STUART W. MCLAUGHLIN 


HARRY C. HAHN 


¢ CONTROLLERS INSTITUTE 


At the Annual Meeting of Members of Controllers Institute of America held on 
March 22, 1954 in Washington, D. C., during the Eastern Conference, eleven 
members were elected to serve on the National Board of Directors for a three-year 


Maniatis 


JOHN A. PATERSON 
Region 2 


LEWIS E. FRENSLEY 
Region 9 


WM. H. SCHRADER 


ALLYN R. BELL, JR. 


J. A. CHADBOURNE 
Region 1 


GEORGE H. HETLEY 


Region 4 Region 4 


MURRAY S. GELBER 


Region 9 Region 10 


The Relationship Between Fringe Benefits and Taxation 


(Continued from page 221) 


Recently, something new has been 
added. It had always been assumed that 
the executive's participation in the en- 
tertainment was at least as necessary from 
a business standpoint as that of the cus- 
tomer, and that the cost of his presence 
was a part of the business expense. If the 
customer brought along his wife, the ex- 
ecutive’s wife was also a necessary part 
of the group. But now, with the encour- 
agement of the Tax Court,!® the Revenue 
Service has been eliminating from the de- 
duction the executive’s own expenses and 
those of his family members, holding 
those to be personal expenses, unless they 
are shown to be different from or in ex- 
cess of what he would have incurred any- 
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way. This seems to mean that, if the ex- 
ecutive takes a customer to lunch, he must 
deduct from the allowable expense the 
price of the inexpensive sandwich and 
coffee which—as all his associates will 
affirm—he would have eaten if he had not 
had a guest with him. Pursued to its logi- 
cal conclusion, it means that he will be 
allowed the cost of his own cocktails, 
fight ticket, or greens fee only by prov- 
ing that he does not enjoy such things 
and, but for the demands of business en- 
tertainment, would prefer to sit by the 
fire with a good book. It remains to be 
seen where that line will be drawn. 
When the executive joins a country 
club, or the Elks, the odds are against his 
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being allowed the full amount of the dues 
as a deduction. Again, he must make a 
specific and not an abstract or generalized 
showing of business reasons for joining, 
if he is to get any deduction.2° And un- 
less he can show that he used the mem- 
bership exclusively for business _pur- 
poses,*1 the revenue agent (if he allows 
anything) will probably make an arbi- 
trary allocation of the dues between so- 
cial and business purposes.?? 


® Richard A. Sutter, 21 T.C. No. 20 (1953); 
Wilbur H. Clayton, 7 T.C.M. 349 (1948). 

* Louis Boehm, 35 B.T.A. 1106 (1937). 

** Charles S. Guggenheimer, 18 T.C. 77, 85 
(1952). 

* Kenneth Blanchard, 12 T.C.M. 550, 557-8 
(1943); Norman M. Hussey, 11 T.C.M. 141 
(1952); Clyde A. Armstrong, 6 T.C.M..997 
(1947) ; S. Charles Lee, 5 T.C.M. 240 (1946). 








Finally, in order to deduct atiy of these 
items on the basis that they advance the 
employer's business, the executive must 
show that his job required such expendi- 
tures. Either his employment agreement or 
some policy statement of the employer 
should prescribe the nature of the ex- 
penses which the employer expects the 
executive to pay from his expense allow- 
ance or his salary. : 


REIMBURSEMENT METHOD 


All the problems are greatly eased if 
the employer adopts the second method of | 
handling its executive's expenses, namely, | Throw it away and it costs you 
reimbursing him for actual expenses in- : : : 
pica y nothing. But keep it...and it probably 

Under the Treasury Regulations, such costs more than you first realize to route it 


iy gm is supposed to be handled to department heads, the Sales Manager, or to file. That is, if you 
just like an <epeane allowance—i.e., the route it by time-wasting, out-dated methods like messengers. 
reimbursement is taxable income and the 
oe “alba 
expenses must be justified - deductions. For example, assume that you handle a daily average of 4000 
However, there is substantial authority “ fi i Aint seiuiliniabit guid Gnd deli 
for the view that advances or reimburse- ee ae a eee Te hae P< Site 
time for each is 12 minutes. That’s a daily total of 800 piece- 


ments for expenses incurred on the em- ; : 7 
ployer’s behalf are not taxable income in hours during which your paper work is bogged down in the 


the first place, since the executive is spend- delivery process, beyond the reach of those who need it to work 
ing the money merely as agent of the em- on...net result: too much waste time, too-high functional cost. 


ployer. é Therefore, reduction of the time paperwork is in transit increases 
__ One practical effect of the latter view, your operational efficiency; personnel hours saved by modern 
ptr! ead on methods of paper handling cuts your functional costs. Both of 
be required. Since, on that theory, the ex- these advantages are available to you in one of the Lamson 
ecutive is not trying to support deduc- Systems for Mechanized Paper Handling, whichever best suits 
tions but only to negate the possible in- the needs of your organization. 
ference that he failed to spend what he 


claimed he had spent, a court may not de- 19 seep teen deat chipset f ki 
mand proof of the nature and amount of Po be ciency in floor-to-floor vertical distribu ion of paperwork in 
ts cotton Bick Mill hte ‘ty ‘shied ~\ im volume. The deep, roomy trays safely handle a pay load of 
each outlay but will probably be satishe ‘ g 30 pounds and are automatically discharged at the desired 
by - rg fact veoh hey. ome ap- | Ce floor. One of the users listed below distributes more than 
roved the account.“* For the present, at 1,000,000 pieces of mail monthly among the 33 floors of 
bias the revenue agents may be expected his system. 
to apply the same strict standards of proof 
as in the case of the flat expense allow- | A Lamson Airtube System means greatest economy of operation in 
ance,25 and the man who fails to preserve |  —_— inter-floor, point-to-point transfer of mail, punch cards, 
adequ iti ~ ; work sheets, laboratory samples, blueprints, even whole file 
quate records may have to litigate to . P : 
get the benefit of the more liberal rule. folders ont yews pana gv alee: ape speeds a7 “a 
Accounting to the employer, at least per second. irtubes get the work where it is needed, when 
Pitts : : it is needed, at low cost. 
where the executive is not dominant in 
. . * ae These Lamson Systems for efficient, Mechanized Paper 
the ownership, may provide strong evi- : h ~ Bach 
dee: tall ik eek bacthien cone aE | Handling are profitably used by each of t e organizations 
: : listed below. Why not investigate what the right one can do 
the employer allows the expense. That | Sa wines? : 
| you: * Management Methods 
does not mean, however, that there is February 1953 
carte blanche for the executive to escape | 


—~ 
: : " | Plants at Syracuse and San Francisco ——— ae we 
tax on his enjoyment of personal expenses Offices in principal cities — NESS ~ 
| wos y “ wa 
\ an 


A Lamson Selective Vertical Conveyor System achieves maximum effi- 





which the employer is willing to pay for | Ca 
him. If the employer picks up the check eg as i 
for meals and lodging in the home city,?® | @ 
or if the company pays the cost of a vaca- | ee age er ee cee ee) eee ew ew ew ew eK KK Kj 
tion for the executive,27 such payments ee poe ses rae 4 TT. y Aheessspress Lop isonet aa 1 
ordinarily would be additional compensa- | ioe y i iE ee Saeneese %. PS. Ue i 
sae on bes (Continued iy | United States Steel Co. Gentlemen: 
5ONS DO. sem. GRRE OR REX page) | Dun & Bradstreet Please mail me, without obligation, the illustrated # 
Ratt MEST 5 : : Federal Bureau of Investigation D ccse-history brochures, “Airtube on Target” and 
* Regulations 118, § 23(a)-2(c) and (h). | Armour & Company “Selective Vertical Conveyors.” My requirements for J 
™* Julian A. Martin, 11 T.C.M. 946 (1952). _ , Celanese Corporation of America § mechanized paper handling would probably call t 
* Regulations 118, § 23(a)-2(c) and (h). - Dow Chemical Company j primarily for 
* Charles H. Hyslope, 21 T.C. No. 15 _ B.F. Goodrich Company (C] vertical transfer {(] horizontal transfer [(] a combination ' 
(1953); Donald W. Smith, 9 on 933 | | Babcock & Wilcox Tube Co. 
(1950); Simeon J. Smith, 2 T.C.M. 837 Ford Motor Company 
(1943). y ...and many more Company oe 
* Estate of Earl W. Hamlin, 9 T.C.M. 991 | : Address - 
(1950), aff'd, 188 F. (2d) 364 (6th Cir. | ere mmc oot City Zone____State —I 


Name Title. clean 
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The Relationship Between 
Fringe Benefits and Taxation 


(Continued from page 231) 


Sometimes the executive's contract will 
provide expressly that, if he is required 
to be away from home for more than 
a certain period (two weeks, for example) 
at a time, the employer will pay for send- 
ing his wife along with him. In one court 
decision in point, where there was such 
a contract, the executive was taxed on the 
amount paid by the employer for the 
wife’s expenses, there being no showing 
that her presence was necessary for any 
business purpose, such as entertaining the 
wives of customers.?® 

Nevertheless, there may be some items 
which the employer can pay or reimburse 
without causing tax on the employe, even 
though the employe himself could not 
have deducted them if he had borne them 
from his salary or flat expense allowance. 
That possibility arises from the so-called 
“convenience of the employer” rule. For 
example, if the executive has to work 
half the night in an emergency, buy his 
own supper, and stay in a hotel when he 
misses the last train to his home in the 
suburbs, his expenses are not deductible 
by him. But if the employer assumes the 
obligation to reimburse such expenses, in 
order to have the advantage of such over- 
time work, a long-standing ruling on 
“supper money” indicates that the execu- 
tive would not be taxed.?® 

That principle may afford the best way 
of meeting the recent drive on the deduc- 
tion of the individual’s own expenses 
when he entertains business guests. Since 
it is for the employer's convenience that 
he eats in a certain place with certain com- 
pany, or attends a certain event, reason- 
able argument can be made that no tax 





will be incurred by the executive if the 
employer reimburses his expenses. 

Of course, the “convenience of the em- 
ployer” rule must be taken with caution 
in view of recent holdings that a benefit 
enjoyed by an employe (such as meals or 
lodgings), if thought of by the parties 
as part of his compensation, is taxable 
even though the convenience of the em- 
ployer is involved.*° There could be cases 
where the advantage to the executive of 
having his own meals and pleasures paid 
for, so long as he took business guests 
with him, would be such a significant per- 
quisite of office that it would be deemed 
compensatory. 


USING COMPANY PROPERTY 

What has been said with respect to the 
method of actual reimbursement of ex- 
penses applies about equally to the em- 
ployer’s permitting an executive to use 
company property. So long as he uses it 
on company business, no tax results. But 
if he has the use of a company house, car, 
boat or hunting lodge for his own pur- 
poses, he may be taxed on the value of the 
use.*! If he is on 24-hour call and is re- 
quired to live on or near the employer's 
premises, or if a car must be kept at his 
home to bring him promptly to the plant, 
the “convenience of the employer’’ rule 
may prevent his being taxed, provided no 
element of compensatory intent is pres- 
ent. If the house or other op at which 
is made available to him is fancier than 
the necessities of the situation call for, he 
may be taxed on the excess over the value 
of the minimum facility that would serve 
the purpose.*? 


PRECAUTIONARY MEASURES 
The executive should follow certain 
common sense rules in order to be pro- 
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tected against heavy additional taxes as a 
result of the current drive on expense 
accounts: 


1. He should be encouraged to keep the 
fullest possible records of his expendi- 
tures for the company’s benefit, showing 
the occasion, the nature and amount of the 
expenditure, the persons present, and the 
business benefits anticipated. He should 
be assisted in devising and keeping such 
records, either in a diary or in memoranda 
which he may dictate to his secretary each 
morning. 

2. If it is compatible with company 
policy and the executive is willing, the 
method of reimbursement for actual ex- 
penses (with or without a top limit) 
should be substituted for a flat expense 
allowance. That procedure will compel 
him to keep the records for lack of which 
he may suffer severe tax consequences. 
The use of credit cards, charge accounts, 
and other methods by which the employer 
makes direct payment will also heh; , al- 
though this will not entirely relieve the 
executive of record-keeping. 

3. If it is not desired to use the reim- 
bursement method, it is essential that 
there be a provision in the employment 
contract or an official policy statement 
showing the nature of the expenses which 
the executive is required or expected to 
bear out of his expense allowance, if any, 
or out of his salary. In fact, such a pro- 
vision or statement may be helpful even 
if the reimbursement method is used. 


One might hope that ultimately both 
our tax system and our tax administrators 
would become less sophisticated or sus- 
picious and more human as to some of 
these problems relating to executive com- 
pensation. Until that time, however, both 
the employer corporations and their ex- 
ecutives had better be prepared to defend 
their actions with respect to each other. 

More and more the Treasury is using 
publicity as a weapon in the administra- 
tion of the Internal Revenue laws. This 
is neither the time nor place to debate the 
propriety of the Treasury's public rela- 
tions techniques. It is necessary to remain 
conscious of them and their use in the 
present instance. Otherwise we may, in 
response to the Treasury's generalized 
warnings, be stampeded into abandoning 
entirely defensible practices affecting ex- 
ecutives. 


* Alexander 10 T.C.M. 1176 
(1951). 

*O.D. 514, 2-C.B. 90 (1920). 

* Mim. 6472, 1950-1 C.B. 15; Diamond v. 
Sturr. 116 F. Supp. 28 (N.D.N.Y. 1953), 
pending in 2d. Cir.; Joseph L. Doran, 21 T.C. 
No. 43 (1953). Cf. Henry M. Lees, 12 T.C.M. 
472 (1953). 

* Rodgers Dairy Co., 14 T.C. 66 (1950); 
Percy M. Chandler, 41 B.T.A. 165, 178 (1940). 
But cf. Fred W. Leadbetter, 39 B.T.A. 629 
(1939). 

* Olin O. Ellis, 6 T.C. 138 (1946). Cf. Lan- 
teen Medical Laboratories, 10 T.C. 279, 288 
(1948). 
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THE FRONTIERS OF ECONOMIC KNOWLEDGE 


Essays by Arthur F. Burns 


Reviewed by JOSEPH J. MYLER 
Secretary and Treasurer 

Neisner Brothers, Inc. 

Rochester, N. Y. 


These essays were published by the 
National Bureau of Economic Research 
with which Arthur F. Burns was actively 
connected for a long period before he was 
appointed Chairman of President Eisen- 
hower’s Council of Economic Advisers. 

The volume brings together 16 of Mr. 
Burns’s most significant essays, dealing 
with the theme of economic growth and 
fluctuations. 

The first essay attempts to relate the 
work of the National Bureau to the Key- 
nesian thinking of our time. 


ECONOMIC RESEARCH AND THE 
KEYNESIAN THINKING OF OUR TIMES 


The Lesson of Ricardianism. Economic 
thinking has a way of overlooking some 
important factors. The Ricardians, for 
instance, vastly overestimated the pres- 
sure of population and underestimated 
the power of technology. That was an 
age of speculation as is the present age. 
The major question of Ricardo’s genera- 
tion was whether the State should foster 
the economic power of the landlords or 
of the rising manufacturing class. The 
principal practical problem of the present 
generation is the maintenance of employ- 
ment, which actually is the principal prob- 
lem of economic theory. 

Keynes’ theory of underemployment 
equilibrium attempts to show that unless 
stimulated by government help, a free 
enterprise economy may sink into a con- 
dition of permanent mass unemployment. 

The voles of investment and the con- 


oe of the people determine the 


level of employment. The theory implies 
that when unemployment exists, an in- 
crease in consumer spending out of a 
given income will expand employment. 
So will an increase in home investment, 
or in exports, or in loan expenditures. The 
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theory implies that since these factors 
can be measured, the effect on employ- 
ment can be determined. 

A fundamental of Keynesian theory is 
that consumer outlay is linked to national 
income and is unlikely to expand unless 
income expands. A second assumption is 
that in a mature economy investment op- 
portunities are limited. When other fac- 
tors diminish, such as private investment 
or exports, government spending must 
take up the slack. 

The similarity between the Ricardian 
and Keynesian theories might be stated 
like this: The Ricardians held that the 
marginal product diminishes as the input 
of labor increases. The Keynesians hold 
that consumption increases with national 
income, but by less than the increment of 
income. The Ricardians treated the pro- 
duction function as fixed, and deduced 
the effects on income distribution of an 
increase or decrease in population, or of a 
tax or bounty on the production of corn. 
The Keynesians treat the consumption 
function as fixed, and deduce the effects 
on the size of the national income of an 
increase or decrease in private investment, 
or of an increase or decrease in govern- 
mental help. The Ricardians believed that 
population was the key dynamic vari- 
Fle and they were gloomy as to the fu- 
ture if that exuberant variable were not 
counteracted. The Keynesians believe that 
investment is the key dynamic variable, 
and they draw a gloomy picture if that 
timid variable is not fortified by govern- 
ment help. True, the Ricardians realized 
that the production function in agricul- 
ture was subject to change, just as the 
Keynesians recognize that the consump- 
tion function is not rigid. Both insert 
qualifications to their main conclusions. 

Because of Keynesian influence, there 
is today a fiscal policy fashion among 
economists, and three fiscal paths to ‘‘full 
employment”’ have recently been ex- 
plained. The first is to increase expendi- 
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tures but not taxes. The second is to in- 
crease taxes as much as expenditures. The 
third is to reduce taxes but leave expen- 
ditures unchanged. The first, or loan ex- 
penditure, avoids we are told, the exces- 
sively large expenditures of the second 
method and the excessive deficits of the 
third. This is difficult to prove on scien- 
tific grounds, though it sounds practical. 

Various studies have been made on 
production and employment in the United 
States, reaching back to 1870 for some 
industries and to 1900 for others. These 
indicate that decade after decade we made 
notable advances until we reached the 
thirties. Output rose sharply in each dec- 
ade from 1899 to 1929. Then it came to 
an abrupt stop. The flow of goods shows 
the same trends. Data on employment 
and unemployment give no hint of stag- 
nation until the thirties, when everything 
seemed to change. Unemployment, which 
was 1.5 million in 1929, reached nearly 9 
million in 1937. The real question in the 
chasm of the thirties is why economic 
progress suffered the severest setback of 
recent times. 

A Keynesian group thinks it was an 
accumulation of factors, but that their full 
impact was delayed by the outbreak of war 
in 1914. This group stresses the declining 
population growth, the disappearance of 
the frontier, and technology, all of which 
checked investment outlets. Other groups 
blame government, especially with re- 
spect to labor, industrial combinations, 
public utilities, and public debt. A third 
group rationalizes the thirties in terms of 
a peculiar conjuncture of short and long 
cycles. 

One cannot truthfully call the thirties 
a period of stagnation. If one stands back 
in 1929 and looks ahead, there was great 
progress. Population increased, consumer 
outlay increased, cost of living moved 
down, hours worked went down, but earn- 
ings climbed up, and employment moved 
up. There were many unfavorable trends 
too, but it was not a period of stagnation. 
Much more research is needed to deter- 
mine why the economy stopped growing 
during the thirties. 

Keynes’ theory is that a collapse of in- 
vestment brings prosperity to a close ; that 
this in turn is caused by a collapse of con- 
fidence regarding the profitability of du- 
rable assets; and that the contraction 
which follows will last from three to five 
years, since recovery is possible only after 
stocks have been worked off, and more im- 
portant still, after the “fixed” capital of 
business firms has been reduced sufh- 
ciently to restore its profitability. 

Keynes’ study of business cycles was 
not exhaustive enough to provide all the 
answers. The complete study means more 
research than has been done thus far, a 
job that would require endless rechecking 
and the patience of Job. What we need 
to know is what causes the business cycle, 
not just that there is one. 





STEPPING STONES TOWARDS THE 
FUTURE 


Forecasting As a Goal of Research. 
When an imaginative man discovered that 
there were waves of business activity, in- 
terested students began to study them with 
the idea of forecasting them as one would 
the hour of sunrise or sunset. 

Many interesting cycles were put forth, 
covering 40 months, seven years, eight 
years, ten years, and one full wave of 54 
years. In 1878, Jevons first announced his 
sunspot theory to the world, which worked 
for a time, but even gave its creator bad 
predictions about the price of iron. 

Later economists studied the existence 
of several cycles running simultaneously, 
and also the irregularity of successive 
business cycles. More recently, the Key- 
nesian consumption function tied to esti- 
mates of private investment and the gov- 
ernment deficit has become the pillar of 
forecasting techniques. 

Practically every forecasting device ever 
suggested has occasionally proved success- 
ful. No system has yielded successful pre- 
dictions for a long period. Nevertheless, 
men will continue to predict because that 
is life. The choice is not to predict or ab- 
stain from it, but whether to base ex- 
planations on “hunches” or on lessons 
carefully distilled from experience. 

Forecasting Business Conditions. The 
shortest business cycle of which we have 
a record lasted 17 months, the longest 101 
months. Within these periods various fac- 
tors had large declines or gains. 

To students, business cycles have far 
more regularity than is at first evident. 
There is some similarity in the behavior 
of one group to another in successive 
cycles. This leads the author to the con- 
clusion that although every business cycle 
is a unique historical episode, the char- 
acteristic features of business cycles have 
been substantially uniform in the long 
run. 

Trends in Spending and Saving. The 
study made by Kuznets in his book “Na- 
tional Income: A Summary of Findings” 
indicates that savings were a nearly con- 
stant fraction of the national income dec- 
ade after decade. One would think that 
savings would increase in periods of high 
earnings, but Kuznets says that actually 
does not happen. The average American 
family with a real income of any given 
size has tended over the decades to save 
a progressively smaller fraction of its in- 
come. 

This has a long-range influence on our 
economy. If the decline continues, as 
seems likely, we may be able to main- 
tain a full employment with far less gov- 
ernment help than some economists think. 

The Long-Term Economic Outlook. 
Secular trends can change on short notice 
and the forecaster’s ordeal is to distinguish 
between the changing short-run move- 
ments and the longer-range ones. Ricardo 
saw the problem clearly as his warnings 


THE CONTROLLER * MAY, 1954 


at the end of the Napoleonic War indi- 
cate. Time has not solved the problem. 
During the 1920's some economists 
thought they could solve it by a “law of 
growth” theory. Today, some economists 
are relying on ‘a stable consumption func- 
tion’’ to solve it. Neither has proved very 
accurate. 

The economic catastrophe of the 1930's 
continues to weigh heavily in speculations 
about the future, but the fact is that no 
one can yet tell with confidence whether 
that experience defines a new trend of 
stagnation or a passing historical episode. 

There are many questions and prob- 
lems still unsolved about the 1930 ex- 
perience. What was the effect, for in- 
stance, of a decline in the rate of growth 
of population on the increase in the pro- 
ductivity of labor, and in the final mass 
unemployment? Much more research is 
needed to answer these questions. More 
information is needed on the service sec- 
tor of the economy from street sweeping 
to specialized medicine. 


THE CUMULATION OF ECONOMIC 
KNOWLEDGE 

Recent Changes in Economics. Tre- 
mendous progress has been made in eco- 
nomics during the last few decades. Forty 
years ago the typical economist was a 
school teacher, devoted primarily to spec- 
ulations on the theory of value, or such 
practical problems as the tariff, property 
tax, labor organizations, currency, or 
monopoly. The Marshallian synthesis of 
economic theory was broadly accepted. 
Most economists thought the State could 
deal with poverty, but that social change 
would be gradual, and economists should 
not indulge in politics. Ricardo’s tool of 
marginal analysis in investigation was 
popular. Economic statistics were avail- 
able in but few branches and only the ex- 
pert dabbled in them. Statistical theory 
was in a primitive state. The warnings of 
a Marx, a Veblen, or a Mitchell that econ- 
omists were neglecting changes in the 
world around them went unheeded. 

Things went along in this stage rather 
soporifically until we entered World War 
I. That was the first of a series of porten- 
tous developments, the last of which is 
not yet in sight. A single generation has 
witnessed two world-wide wars, count- 
less revolutions, the rise and fall of great 
empires, vast upheavals of population and 
trade, great advances in technology, a 
series of astronomic inflations, revolution- 
ary changes in public finances, the sever- 
est business depression of record, and the 
spectre of secular stagnation. In many 
parts of the world, independent trade 
unions virtually disappeared, while here 
they flourished despite internal strife. So- 
cial insurance emerged and developed 
rapidly. The hourly wage of labor moved 
upward. Even more momentous is the 
spread of the Communist State in Europe, 
the systematic restriction of free enter- 


prise in the land of its birth, and the vast 
expansion of governmental activities in 
our own country and elsewhere. Now a 
conflict in ideologies between our coun- 
try and Russia is gathering momentum, 
which by itself seems to foretell a state 
of turmoil in the world for many years to 
come, 

This swift rush of events forced eco- 
nomics into a position of prominence 
which it neither sought nor was prepared 
to assume. As the problems became acute, 
economists were turned to for precise facts 
as to what was going on, for explanations 
of the course of events, for forecasts of 
the shape of things to be, and for aid in 
devising acceptable solutions. 

The result has been a tremendous in- 
crease in the tools that economists work 
with—index numbers, sampling theory, 
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correlation techniques, time-series analy- 
sis, reference cycles, factor analysis, in- 
come analysis, multiplier technique, state- 
ments of sources and uses of funds, na- 
tional income accounts, economic budgets, 
and econometric models. Not all these 
are perfected, but the amazing thing is 
that so many have been devised and are 
being used to study our economy. While 
no dependable theory of the workings of 
the economy on the whole has developed, 
very great progress has been made. 
Concern with the workings of economic 
organization has characterized the major 
economic theorists. To Adam Smith the 
basic problem was the size of the national 
income, to Ricardo its distribution, to 
Marshall the interaction of demand and 
supply, to Walras the interdependence of 
prices, to Fisher the level of prices, and 
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to Keynes the level of employment. The 
present problem is to study all the parts 
in relation to the whole. 


NEW FACTS ON BUSINESS CYCLES 

The Need for Scientific Work. The Na- 
tional Bureau has been doing research on 
business cycles for 30 years, and several 
books have been published on the subject. 

Economic activities generally move in 
cycles of from two to ten years. Only 
about 3 per cent of the hundreds of time 
series analyzed by the Bureau fail to show 
cyclical movements. 

There are two cycles in economic ac- 
tivity, one “‘seen’”’ and another “unseen,” 
and the unseen cycle in the distribution 
of individual activities throws its shadow 
ahead of the seen cycle in the aggregate. 
There are two cycles in profits, the un- 
seen cycle in the distribution .of com- 
panies throwing its shadow ahead of the 
seen cycle for all corporations. 

The fear of business cycles which rules 
economic thinking is a fear of severe de- 
pressions. Mild business contractions such 
as we experienced in 1926-27, 1948-49, 
and even now, or the more rapid ones like 
1907-08 or 1937-38 can be dealt with by 
various governmental expedients, but the 
long and deep depressions which devas- 
tate homes and businesses like those in the 
1870's, 1890's, and early 1930's are a real 
catastrophe. Any study that will help 
avoid another is extremely useful. 


THE INSTABILITY OF CONSUMER 
SPENDING 

Until very recently the subject of con- 
sumption held a distinctly subordinate 
place in the main body of economic theory. 
Marshall touched upon it, but did not 
dwell on the problem. Marshall’s ideas 
about demand dominated economic think- 
ing until events in the 1930's forced con- 
sideration of a wider range of problems. 

The most important factor that shifted 
the emphasis of economic theory from 
prices to income was Keynes’ ‘General 
Theory,” a highly original work that of- 
fered a simple theory, clothed in scien- 
tific language, but with a political handle 
for economic reform. 

Keynes reduced his reasoning to a law 
which he stated as follows. There is a 
“fundamental psychological law,” he de- 
clared, that “‘men are disposed, as a rule 
and on the average, to increase their con- 
sumption as their income increases, but 
not by as much as the increase in their 
income. 

Keynes, however, did not give suffi- 
cient attention to some of the factors that 
complicate the consumption-income rela- 
tion. The new generation of economists 
made errors similar to those made by the 
older generation. The new economists re- 
garded customers as creatures of habit 
whose collective propensity to spend or 
save could be counted on with assurance. 
Investors were a dynamic group whose 


expenditure, no matter how cloaked in 
formal calculations, was at bottom swayed 
by emotionally tinged estimates of a 
precarious future. 

Great hope was held out for the new 
theory, for if consumer spending could 
be linked to income, economics was much 
nearer to an engineering science. 

New statistical data were developed in 
an attempt to make accurate forecasts. 
Some early predictions were very encour- 
aging, but soon it became evident that the 
saving function was an extremely im- 
portant factor. When the forecasts of what 
consumer we would be after V-J 
Day were found to be in serious error, 
faith in a stable consumption function was 
severely shaken. 

Several wild statements were made, one 
by the then President who said that ‘‘it is 
doubtful if the rate of consumer savings 
will or even can be reduced much further 
except by adversity.” As it happened, the 
rate of saving was reduced much further 
during 1947—and not by adversity, but 
by prosperity. 

In the new thinking about economic 
theory much more attention is being given 
to statistical data of all kinds. Lawrence 
Klein, among others, has done excellent 
work on analytical investigations. 

The relation between wants and activi- 
ties is the basic theme of economics. Nu- 
merous theoretical systems have given 
primacy to one or the other, but in actual 
life there is only interdependence. The 
principal task of economic science is to 
analyze the interdependence and to extract 
the elements of regularity that underlie 
or characterize the influence of wants on 
activities and of activities on wants. 


HICKS AND THE REAL CYCLE 

Since Keynes’ “General Theory’ ap- 
peek the theory of business cycles has 

een unsettled. Keynes shifted the em- 
phasis from business activity at large 
to concentration on the level of employ- 
ment, and to the factors that make this 
level higher at one time than at another. 
So the fundamental unit of analysis became 
the volume of employment at any one 
time. This was important in the thirties 
when Keynes’ theory was quite generally 
adopted. 

J. R. Hicks’ recent book, ““A Contribu- 
tion to the Theory of the Trade Cycle,” 
indicates a renewed concern over the busi- 
ness cycle. He does not agree that the 
cycle should be studied from one basic 
factor like employment, but rather all 
factors should be studied, and the defini- 
tion should emerge from the study. 

Hicks recognizes that any logician with 
a command of mathematics can select a 
set of simplified conditions and deduce a 
cyclical path from what he has assumed. 
Therefore, he thinks experience is im- 
portant in the study of cycles, and he uses 
various cycles over the years to demon- 
strate not too convincingly his extremely 
abstract theory. 
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What Hicks gets down to is a study of 
the cycle in output rather than a cycle in 
business activity as a whole. It is generally 
known that the aggregate production of 
industrialized nations has fluctuated along 
a rising trend and these fluctuations do 
not look like random movements. 

Hicks does not explain, nor should we 
expect him to explain, why business cycles 
in the United States have been shorter 
than in England or more violent than in 
Germany, or why the United States and 
England experienced a cyclical down- 
swing in 1920-21 and 1937-38, while 
Germany did not, or why stock financing 
usually moves with the cycle in aggregate 
activity while bond financing moves con- 
tracyclically, why the ratio of the change 
in inventory investment to the gross in- 
vestment during a cyclical eer tends to 
vary inversely with the length of the 
pe or many other features of the 

siness cycles of experience. 

Hicks uses the principles of the “mul- 
tiplier” and the “accelerator” as these 
terms have come to be used. As a matter 
of fact, to understand Hicks’ ingenious 
construction one must understand the 
theory of the multiplier and the acceler- 
ator principle. 


FRICKEY ON THE DECOMPOSITION 
OF TIME SERIES 

Professor Warren M. Persons published 
two remarkable papers on the nature and 
measurement of time-series fluctuations. 
He conceived a time series as a composite 
of four types of movements—secular, sea- 
sonal, cyclical, and irregular. His main 
interest was in the problem of analyzing 
business conditions and his hope was to 
develop from historical records a system 
of forecasting cyclical sequences in busi- 
ness life. He did things not heretofore 
done and created much interest in his 
theory. 

Then came questions, criticism, and 
dissent. It is too early to properly measure 
Persons’ contribution. 

Professor Edwin Frickey’s book on 
“Economic Fluctuations” is a real con- 
tribution to the methodology of time se- 
ries. It is devoted mainly to the problem 
of trend-cycle separation. He sees tiie 
problem of time-series decomposition es- 
sentially as a problem in economic theory 
that can never be solved by statistical pro- 
cedure alone. 

Frickey’s study begins with 13 im- 
portant series in quarterly form, which 
when adjusted for seasonal variations are 
converted into link relatives, which are 
then adjusted for differences in their 
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Baltimore Business Form 


When a large concern has many 
thousands of sales vouchers made 
out every day—and finds a way to 
cut that work 33%. . . that’s a real 
savings in dollars and cents. That’s 
exactly what many large depart- 
ment stores have achieved, thanks 
to Baltimore Business Forms. By 
consulting Baltimore Salesbook 
Form Specialists, they have greatly 
reduced the heavy burden of paper 
work on sales and office personnel, 
reduced operations costs at the same 
time. 

WHAT’S YOUR PROBLEM? 
Leading department and retail 
stores, wholesalers, delivery serv- 
ices, manufacturers, banks . . . all 
have found hat Baltimore Business 


Forms save time, trouble and money. 
Why? Because Baltimore Business 
Forms are expertly designed and 
manufactured to fill specific business 
requirements. 


Since 1916, Baltimore Business 
Form’s design experts have solved 
countless problems in serving over 
60,000 of the nation’s leading busi- 
ness houses. Their wealth of exper- 
ience ideally qualifies them to help 
you. Remember, often a single sug- 
gestion may save hundreds. . . even 
thousands . . . of dollars for your 
company. So, re-evaluate your pre- 
sent system in the light of today’s 
constantly changing conditions. 
Call in Baltimore for help in solving 
your business forms problems. 


BALTIMORE BUSINESS FORMS 


Saving time and reducing costs in business and industry 


The Raltimore Salesbook Company 





The Baltimore Salesbook Company, 3140 Frederick Avenue, Baltimore 29, Maryland 


We are interested in seeing samples of Baltimore Business Forms. 


Company 
Type of Business 
Address 





average level, for differences in ampli- 
tude, and for differences in timing. The 
result, says Frickey, is a ‘remarkable 
degree of correspondence.” After some 
further mathematical distillation he comes 
up with a “standard pattern” of original 
items. 

Frickey did some work on the problem 
of long and short cycles on which there 
has been so much disagreement. He seems 
to be certain about short cycles but on long 
cycles he takes an agnostic position. As a 
practical matter it will be interesting to 
see what use Frickey makes of his segre- 
gated trends and cycles. He has accom- 
plished much with his trend lines and 
cyclical variations, but there is much more 


to be done. 


How to Avoid “Bloodshed” In Your Office 


All signs point clearly to a revolution in office 
procedure in the months ahead. 


Management is faced with a paradoxical 
problem. On the one hand, constantly-mount- 
ing clerical costs must be reduced. At the same 
time, increasing work loads make it out of the 
question to cut down on office personnel. It’s a 
situation that calls for revolutionary methods. 


Just as “push-button” techniques have in- 
troduced a new era in production, automatic 
methods through “mechanical brain” equip- 
ment are providing the most practical means 
for slashing clerical costs and improving office 
procedure. 


Since 1933, Statistical Tabulating Company 
has been working with management in apply- 
ing the speed, efficiency and economy of 
mechanical facilities to clerical requirements. 
Today, this organization provides a service 


s{c 
STATISTICAL TABULATING COMPANY 


Michoel R. Notoro, President 


Established 1933 - 


CHICAGO 
53 W. Jackson Blvd. 
HArrison 7-4500 
NEWARK 
National-Newark Bldg. 
MArket 3-7636 


NEW YORK 
89 Broad Street 
WHitehall 3-8383 


CLEVELAND 


411 No. Tenth St. CAL 
CHestnut 1-5284 


1367 East 6th Street 
SUperior 1-8101 


AMERICA’S CAPACITY TO PRODUCE 

In a notable volume on “America’s 
Capacity to Produce,” Dr. E. G. Nourse 
and his associates studied the problem of 
production during the period from 1900 
to 1930 and came up with two astounding 
conclusions: 

1. There has been no cumulative pil- 
ing up of “excess capacity” over the last 
three decades. 

2. Our production even in boom times 
falls considerably short of possibilities. 


The authors set out to measure capacity 
on technological considerations alone, but 
did not quite keep to their objective. Price 
enters into the problem, and also the 
mobility of resources affects total capacity. 





that utilizes the wonder machines and auto- 
matic techniques to revolutionize office proce- 
dure and reduce costs to a minimum. Through 
it, office loads are being re-appraised and re- 
aligned. Manual operations are giving way to 
mechanical tabulating. Machine accounting is 
opening new avenues of savings in time, 
personnel and money. 


No question about it—the automatic age in 
office operations is dawning, creating a blood- 
less revolution all over the country. The con- 
tinuing expansion program at STATISTICAL re- 
flects the faith of this organization in “‘push- 
button” techniques as the solution to excessive 
clerical costs and increasing work loads. 


STATISTICAL’s long experience is available to 
you in getting a quick appraisal of your clerica! 
picture. It’s a situation that calls for action . . . 
now. That’s why it will pay you to talk over 
your problem with a SratisTicaL methods 
engineer. Just phone or write the STaTISTICAL 
office nearest you for an appointment at your 
convenience. No obligation, of course. 


TABULATING 
ULATING 

TYPING 

TEMPORARY 


PERSONNE 


ST. LOUIS 


FFICE 





The answer might be stated simply that 
capacity to produce is equal to actual pro- 
duction plus the additional output that 
could be obtained through the use of the 
idle plant. 

There is a lack of theoretical unity in 
the findings of the Brookings Institute 
Study. Some of it was corrected in the 
final volume, but at best many questions 
were left unanswered. 


LONG CYCLES IN RESIDENTIAL 
CONSTRUCTION 


Monthly figures on construction show 
a cycle closely related to general business, 
but if annual figures are examined those 
cycles tend to give way to long cycles of 
from 15. to 20 years. Long cycles also are 
noticeable in railroad construction, which 
has a connection with investment of fixed 
capital. 

Much interest and study has been given 
to these cycles, the best work having been 
done by Homer Hoyt, whose “One Hun- 
dred Years of Land Values in Chicago” 
is painstaking and scholarly. 

The problem of clearly defined long 
cycles in national building has been in- 
vestigated by Dr. John R. Reggleman. In 
1933, he published his studies concerning 
the period from 1875 to 1932 in the 
Journal of the American Statistical Asso- 
ciation. He established an index completed 
from building permits data which, now 
revised, begins in 1830 and includes sta- 
tistics of 65 cities. 

While he does not segregate residential 
building, one would assume that there 
would be long cycles in that also. 

The essay devotes itself to why there 
should be long cycles in residential con- 
struction. One of the reasons is the long 
life of our dwellings. They are not trans- 
portable and are standardized only mod- 
erately. Men, on the other hand move 
about freely, grow in numbers steadily, 
and wise ones can predict with considerable 
accuracy the state of the residential mar- 
ket. 


OTHER BOOK ENTRIES 


THE ECONOMIC ALMANAC 1953-54. 
Frederick W. Jones, Editor; Anita R. 
Beckman, Assistant Editor. Published 
for The Conference Board by Thomas 
Y. Crowell Company, New York, N.Y. 
$3.95. 


THE MICHIGAN BUSINESS RECEIPTS TAX. 
By Peter A. Firmin. Bureau of Business 
Research, School of Business Adminis- 
tration, University of Michigan, Ann 
Arbor, Michigan. $2.00. 





IN CALIFORNIA 
Horton Insurance Analysis Service 


CORPORATE INSURANCE ADVISERS 


—FEE BASIS ONLY— 
714 W. Olympic Bivd., LOS ANGELES 15 
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External research, or ‘‘field work,” is 
now underway in Controllership Founda- 
tion’s survey of corporate planning for 
business applications of electronic ma- 
chines. This stage of the research project 
consists of interviews with selected manu- 
facturers of electronic machines, person- 
nel of corporations known to the Founda- 
tion to be active in investigating possible 
business applications of electronic ma- 
chines, as well as systems analysts and con- 
sultants known to be active in such re- 
search. 


* 


Controllership Foundation’s new study 
“APPORTIONMENT AND ALLOCATION 
FORMULAE AND Factors USED BY STATES 
IN LEVYING TAXES BASED ON OR MEAS- 
URED BY NET INCOME OF MANUFACTUR- 
ING, DISTRIBUTIVE AND EXTRACTIVE Cor- 
PORATIONS,” was released April 16. This 
73-page study is available from Control- 
lership Foundation, Inc., One East Forty- 
second Street, New York 17, N. Y., at 
$1.50 per copy to general public and $1.00 
to members of Controllers Institute. 


* 


oF gre of operating effectiveness 


may be aided by reading “The Key to 
Purchasing Efficiency” (Alfred W. Sutter 
and Associates, consultants in materials 
management) in which are listed a num- 
ber of basic questions that can periodically 
be asked. The pamphlet does not offer 
the key to solving the problem of in- 
creased purchasing efficiency. The Small 
Business Administration plans to issue 
soon a similar publication by the same 
authors. 


* 


Post-war expenditures for plant and 
equipment, according to MAPI, have been 
running at a slightly lower level relative 
to the private gross national product than 
that called for by a trend projection based 
on earlier expenditures. Following the low 
level of private capital expenditures dur- 
ing the depression of the 30’s and World 
War II, says MAPI, post-war expendi- 
tures are “obviously much less than might 
appear to have been called for.” 


* 


New estimates of residential construc- 
tion in the United States for the last six 
decades have been published by the Na- 
tional Bureau of Economic Research. Sig- 
nificant findings of the study indicate that 


Reseanch Notes 


the average construction expenditure in 
current dollars per private nonfarm house- 
keeping dwelling unit has quadrupled 
over the past 60 years but when deflated 
to remove the effects of price changes, the 
average expenditure per unit shows a de- 
cline of about 40% since 1889. 

Another significant finding is that 
single-family dwelling houses are grow- 
ing in importance and two-family houses 
are now of minor importance. During the 
a six decades the number of new house- 

eeping dwelling units started annually 
has undergone a series of long cyclical 
swings. 

* 


A reader of THE CONTROLLER, D. H. 
Dalbeck, vice president and treasurer of 
Reed-Prentice Corporation, Worcester, 
Mass., recently sent the following con- 
cise economic report to the salesmen and 
customers of his company. The timing of 
the release is important since it occurred in 
late winter when the gloom and doubts 
about the “rolling adjustment’’ were some- 
what greater than they have been in re- 
cent days. 

In the introductory comments, for- 
warded with this appraisal, it was pointed 
out that “‘the defense program which has 
been going on for three years is being 
eliminated to a great degree from the 
national economy; therefore, the year 


1949 is a more normal year with which 
comparisons should be made. Certainly 
everyone should be happy that we are 
not making guns and bullets to kill people 
just for the sake of creating maximum em- 
ployment.” 

Here follows the appraisal, which was 
supplemented with a statement (made 
early this year—be it noted again) that 
“this country is headed for an excellent 
year with all artificialities wiped out”: 


Population. The population has in- 
creased in the last five years by approxi- 
mately 16 million people, which means 
additional consumers. 

Unemployment. There actually will be 
fewer unemployed in 1954 than there 
were in 1949. Sensationalism in news- 
paper headlines makes good reading but 
creates a psychological fear which actually 
does not exist. 

Per Capita Income. Take a look at the 
average earnings and make up your mind 
as to whether there will be purchasing 
power in this country in 1954! 

Farm Income. Again, regardless of the 
sensational headlines you read, farmers’ 
net income is going to be approximately 
20% higher than it was in 1949! 

Steel and Auto Production. Steel is go- 
ing to operate at 83% of capacity and 
automobile production will be 5 million 
units this year as compared to what it was 
in 1949. 

Housing Starts. Since 1949 there have 
been over one million new housing starts 
and 1954 will maintain this booming 
cycle. 

Retail Sales. Almost 30% more retail 
sales than in 1949! 

Consumers’ Savings. Here is the key to 
prosperous times. People have over double 
the amount of savings they had in 1949! 


WHERE ARE WE REALLY HEADED? 


Depression 


1932-33 


Postwar 
Adjustment 
1949 


Outlook 
1954* 


Boom 
1953 





Population (millions) 

Gross National Product (billions) 

Average Unemployment (millions) 

Per Capita Income—After Taxes 

Net Farm Income (billions) 

Federal Reserve Index of Industrial 
Production (1947-49 = 100) 

Steel Production (millions of tons) 

% of capacity 

Auto Production (millions) 

Consumer’s Price Index (1947-49 

Housing Starts (thousands) 

Retail Sales (billions) 

Consumer Savings (billions) 


= 100) 


* Estimate. 


125.8 
$55.8 
12.83 
$360 
$1.72 


14.9 78 
19.5 81 95 83 
1.13 
55.3 
93 1,025 
$24.5 
$1.4 


161.2 164 
$368 $355 
1.58 3 
$1,553 $1,500 
$12.5 $12 


148.6 
$258.2 
3.41 
$1,255 
$10.18 


97 134 126 
112.3 100 


5.12 6.16 5 
101.8 115 114 
1,100 1,000 
$130.7 $171 $167 

$6.7 $18 $15 


NOTE: When making comparisons, remember that the dollar in 1932-33 was worth twice what it is 
today. In terms of 1954 value, for instance, the per capita income in 1932-33 would be $720, not $360, 


still less than half of that today. 
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YOU SPEND 99% 
TO RECORD ON 1% 
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Paper used for accounting records aver- 
ages only 1/100th of fotal accounting 
costs, even when you use the finest of 
recording papers. To shove this very 


slight expense, you could use inferior 
papers, but your accounting records are 
far too valuable for that infinitesimal 
“saving”. The most farsighted and effi- 
cient policy is obviously to use L. L. BROWN 
rag-content papers for all accounting 
work. 


For safety and true economy always 
specify L. L. BROWN papers. Your regu- 
lor supplier knows them thoroughly. He 
will gladly help you select the ones best 
suited to your particular needs. 


FREE 


booklet, “How to Get 
Greater Service and 
Value from Your Rec- 
ords and Letters”. It is 
a reliable and help- 
ful guide to selecting 
the right paper for 
each of your needs— 
recording or corre- 


spondence. 


L. L. BROWN 
(=|PAPERS|.. 


SO MUCH EXTRA VALUE FOR 
SO LITTLE EXTRA COST 
Since 1849 





























L. L. Brown Paper Co. 
Adams, Mass. 

Please send me FREE copy of “How to Get Greater 
Service and Value from Your Records and Letters”. 
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(Continued from page 217) 


in the computation procedure. Provision is 
made for some partial adjustment to cur- 
rent values primarily by the use of index 
numbers. However, on the one hand the 
presence of obsolete equipment would re- 
sult in overstated asset values. On the 
other hand, if the firm possesses large earn- 
ing power not reflected in recorded asset 
values, the use of book values only par- 
tially modified as required by the Equity 
Financing Standard would provide an in- 
adequate return. Consequently, it is neces- 
sary to utilize additional information pro- 
vided by other earnings standards. 


MARKET APPRAISAL STANDARD 

A procedure which avoids dependence 
upon accounting records is the Market 
Appraisal Standard. It seeks to utilize 
composite investor judgments as ex- 
pressed over an extended period of time. 
It seeks to permit a level of earnings 
which shall preserve the historical rela- 
tionship between the market prices of a 
firm’s common stock and a broad index 
of stock prices. The operation of the 
standard will further illumine its nature. 


Step 1—Calculate a ten-year average 
of the mean between the annual high 
and low market prices of the common 
stock of the firm under study. Calcu- 
late a ten-year average of the monthly 
averages of a broad index of common- 
stock prices (for example, the Stand- 
ard and Poor’s 416 stock index). We 
postulate that the stock price average 
for the individual company is $60 and 
that the average of the composite 
stock index is 120 (1935-39 — 100). 
The ratio which reflects long period 
anticipations of the relationship be- 
tween the value of stock of the indi- 
vidual company and the group of com- 
panies is .5. The average of the index 
of stock prices for the period covered 
by the renegotiation analysis is 150. 
The indicated market price for the 
subject company’s share of stock is 
$75. 


Steps 2-5—Using the figure obtained 
in Step 1, proceed with the calcula- 
tions as performed under the Equity 
Financing Standard from Step 2 on, 
substituting $75 for $70. 


While the Market Appraisal Standard 
avoids some of the weaknesses of the 
preceding standard, it is not free of de- 
fects. It makes use of historical data so 
that it possesses some of the characteris- 
tics of an historical standard. Thus any ab- 
normality of the ten-year period chosen 
as a reference period will distort the re- 
sults. 


Profit Determination in Renegotiation 


Other possible defects of the Market 
Appraisal Standard may be indicated. If 
for any reason the dividend payout per- 
centage of the companies has been de- 
pressed (e.g., industries subject to wide 
fluctuations in earnings have a lower 
payout percentage on the average be- 
cause of the need for greater earnings 
retention for contingency op ene the 
price/earnings ratio would likewise be 
depressed and the ratio of the price of 
this company’s stock to an average of 
stock prices would be depressed. 

An even more serious problem is that 
distortion may be caused by shifts in 
price/earnings relationships characteris- 
tic for stock prices in general. If investor 
anticipations for the future become ex- 
tremely pessimistic, it is likely that 
higher capitalization factors will be ap- 
plied to earnings so that stock prices will 
be relatively depressed. The use of his- 
torical stock price levels when lower cap- 
italization ratios were applied will not 
be suitable for a period in which capital- 
ization rates have changed. 

Consequently, while the Market Ap- 
praisal Standard will be informative, un- 
der some conditions :t may possess grave 
weaknesses. Still another source of guid- 
ance may therefore be utilized. 


COMPARATIVE EARNINGS STANDARD 

The Comparative Earnings Standard 
provides that the firm or industry whose 
profits are to be controlled should have 
earnings comparable to other firms in 
the same industry and in other industries 
with which it is required to compete for 
resources. Since profitability influences 
the flow of investment, this standard im- 
plies that the contracting firm shall be 
able to compete for resources with firms 
which are not subject to renegotiation. 
This standard does not require the use 
of historical data so that it has a sub- 
stantial element of superiority over the 
previous two standards in this regard. 
However, it must utilize accounting data 
which at least in part reflect historical 
data. It relies mainly on measures of rel- 
ative profitability. 

But further difficulties are encount- 
ered at the outset in the application of 
this standard. No measure of relative 
profitability is free from defects. The 
widely used ratio of profit to sales is in- 
adequate for comparisons between in- 
dustries since turnover rates and mer- 
chandising policies are certain to differ. 

The ratios of profit to total assets or 
to net worth must employ conventional 
accounting valuations which may make 
interfirm or interindustry comparisons 
undependable. The ratio of incremental 
net income earned by employing addi- 
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tional assets in the industry is the best 
theoretical measure, but such data are 
typically not available. Further, it would 
be a test inapplicable to an industry in 
which individual firms were not expand- 
ing. 

Probably the least defective of usable 
measures of comparative profitability is 
the ratio of net income to net worth. Ad- 
justments in the data often may be feas- 
ible, increasing the dependability of the 
measure. The procedures are outlined. 


Step 1—Select firms which are rela- 
tively free from the type of control 
under which profits are to be deter- 
mined. For example, select firms in in- 
dustries relatively free from renegoti- 
ation proceedings. The FTC-SEC 
Quarterly Financial Report series pro- 
vides relatively current data on ratios 
of net income to net worth for a large 
number of industries. Select two, three 
or four standard industries. Assume 
that the average ratio of net income to 
net worth for the standard industries 
for the relevant renegotiation period 
is 17.2% (before taxes). 


Step 2—Make a risk adjustment. A 
good indication of the risk adjustment 
is the yield that investors insist upon to 
assume equity ownership in the indus- 
try. Assume that the average dividend 
yield for the standard industries is 
6.5% and that the average dividend 
yield for our industry is 7.5%—or a 
yield differential of 1%. Divide the 1% 
differential by the payout rate (say 
67%), and then divide by 1 minus the 
tax rate (assume a tax rate of 60%). 
Add the answer to the 17.2%. This gives 
the adjusted rate of return (net income 
to net worth). Example: 1% + .67 
equals 1.5; 1.5 + .4 equals 3.75; 17.2 
plus 3.75 equals 20.95%. This is the 
indicated adjusted rate of return. 


Step 3—Apply the adjusted rate of re- 
turn (20.95%) to the net worth of the 
firm under study. The net worth should 
be adjusted to a current basis. This gives 
the total amount of indicated dollar in- 
come. 


Step 4—This dollar amount may then 
be expressed as a percentage of sales, to- 
tal assets, etc. 


The Comparative Earnings Standard 
provides useful information. It reflects the 
operation of market forces to a consider- 
able degree. Further, it is applicable to new 
firms which lack historical earnings rec- 
ords. Like the Equity Financing Standard, 
however, it may possess limitations reflect- 
ing incomplete comparability resulting 
from the use of records based on conven- 
tional accounting practices. 

Each of these earnings standards pro- 
vides some distinctive and useful informa- 
tion. These measures have been developed 
and are recommended as the best devisable 
administrative procedures for the formula- 
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tion of allowable profits, and yet none is 
wholly adequate. Two major limitations 
may be noted. 

First, historical data required by the 
standards are available only for mature 
corporations. For the many small and new 
firms which a period of heightened de- 
fense expenditures brings into operation, 
the requisite data are nonexistent. But the 
application of these standards where fea- 
sible provides results which have some 
guidance as norms for newer firms for 
which only limited data exist. 

Second, administrative procedures can 
never fully reflect the operation of market 
forces. Hence the results are not identical 
with those which would obtain under an 
unfettered price system. In this connection, 
one of the important limitations is failure 
to provide incentives to efficiency. 


A RENEGOTIATION CHECK LIST 


Reflecting these considerations, the re- 
negotiation statutes from their inception 
made provision for compensating superior 
performance. These are the statutory fac- 


tors previously referred to. While the 
statement on these statutory factors in the 
successive renegotiation acts is brief, ex- 
perience has developed recognition of a 
long list of considerations influencing 
allowable rates of return. From renegotia- 
tion regulations and from decisions on re- 
negotiation cases promulgated by the Tax 
Court we have developed a check list pre- 
sented below. 

The items contained in the check list are 
numerous. All must potentially be taken 
into account in evaluating the performance 
of a contractor. Here is the crux of the re- 
negotiation problem. 

It is obviously difficult to convey to the 
contractor how and to what degree the nu- 
merous factors were considered in reach- 
ing a determination of allowable profits. 
Yet without more than the general ex- 
planation usually provided, contractors 
cannot understand the basis upon which 
the renegotiation decision was reached. 

In practice, contractors are provided in 
a general way with an explanation of how 
allowable profits were determined. Con- 


tractors are never certain, however, of the 
extent to which the large number of fac- 
tors potentially significant were in fact 
taken into consideration. They do not 
know how company performance was 
evaluated with respect to these factors, nor 
are they provided with information con- 
veying the relative importance of factors 
taken into account. 

In some respects the procedure parallels 
the tribal ceremonies of primitive societies. 
The renegotiation process seems to have 
its own totem pole, dances and rituals, at 
the conclusion of which an allowable rate 
of profit is determined. 

On the other hand the renegotiation 
process may be described as a procedure in 
which men of considerable experience and 
developed judgment arrive at a dependable 
and reliable allowable amount of profit 
for the contractor. While there undoubt- 
edly is a large amount of excellent judg- 
ment utilized in arriving at allowable rates 
of return in renegotiation, to date it ap- 
pears that the basis upon which factors 
were evaluated has not been adequately ex- 
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1. EFFICIENCY OF PERFORMANCE 


1.1 Factors Pertaining to Quantity 
of Production: 


1.11 Performance in meeting produc- 
tion and delivery schedules 
1.12 Production of products unusual 
to the industry 

1.13 Degree of conversion of produc- 
tion facilities required 

1.14 Amount of increase in production 
volume 

1.15 Number and extent of product 
specification changes requested 
by purchaser 

1.16 Uncontrollabie delays in output 
caused by delays in receipts 
from subcontracted suppliers 


1.2 Factors Pertaining to Quality of 
Production: 


1.21 Per cent of rejects by purchaser 

1.22 Mechanical or other difficulties 
of purchaser in use or installa- 
tion of product 

1.23 Protection effectiveness of ship- 
ping methods 


1.3 Factors Pertaining to Economy in the 
Use of Material, Facilities and Man- 
power: 

1.31 Volume of output in relation to 
physical facilities 

1.32 Efficiency of necessary conver- 
sion of production facilities rela- 
tive to cost and time 

1.33 Use of existing facilities to at- 
tain larger production 

1.34 New and more productive pro- 
duction techniques developed 

1.35 Lower unit costs than those of 
other producers because of utili- 
zation of fully depreciated mo- 
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Costs: 


chinery and equipment, or ma- 
chinery which was self-manufac- 
tured and capitalized at cost 
1.36 Extent of scrap material recovery 
and general waste control 
1.37 Substitution of noncritical for 
critical materials 


1.4 Factors Pertaining to Reduction of 





1.41 
1.42 
1.43 
1.44 


1.45 


1.46 


1.47 


Decrease in direct labor hours 
per unit of output 

Decrease in direct material cost 
per unit of output 

Decrease in indirect material 
and labor cost per unit of output 
Decrease in nonmanufacturing 
expenses 

Decreases in prices paid vendors 
on purchases of materials and 
subcontracted items 

Comparison of unit costs to those 
of others in the industry 
Comparison of the contractor’s 
unit costs between fiscal years 


2. REASONABLENESS OF COSTS AND 


PROFITS 


2.1 Extent of stability of annual earn- 
ings in the industry 

2.2 Compensation of officers relative to 
others in the industry 

2.3 Ratio of net sales of current year 
to average net sales of 1936-1939 
(or any other more appropriate base 
period) 
Investment in plant and equipment 
of current year relative to plant and 


equipment 


investment of selected 


base period (net or unallocated costs) 
Effect of increased volume, occa- 
sioned by the defense program, on 
costs and profits 
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plained to contractors. In the nature of the 
case it is extremely difficult and virtually 
impossible to convey completely how the 
large number of factors pertaining to effec- 
tiveness of performance are taken into ac- 
count and evaluated. But the procedures 
can be improved upon to the satisfaction of 
all the parties to the process, and the great- 
est source of improvement lies in the re- 
sponsibility of the contractors themselves. 
The renegotiation check list we have 
provided includes, in addition to items 
which are taken into account in evaluating 
effectiveness of performance, columns for 
the following items: (1) a rating; (2) 
reasons for the rating; (3) a weighting; 
and (4) a score for individual items. It is 
suggested that the contractors themselve: 
take the initiative in utilizing a check list 
of this type to provide a written record of 
their judgment of what an allowable rate 
of return should be. This implies that con- 
tractors themselves would sometimes in- 
dicate that some of their profits should | 
recaptured in the renegotiation process. 
Ideally one should envisage that the final 
allowable amount as determined by con- 





tractors would not differ widely from final 
allowable amounts arrived at by renegotia- 
tion officials themselves. 


THE USE OF THE CHECK LIST 


The practical use of the check list may 
be outlined. All items in the check list are 
considered by the contractor. He rates him- 
self as to performance with respect to each 
one of the items. He sets forth a reason in 
the form of an explanation and discussion 
of why this rating was made. All items are 
not of equal importance. Differences in 
importance are recognized by the use 
of the column expressing weights; the 
weights are simply explicit recognition of 
the fact that in some circumstances some 
items are of greater significance for per- 
formance than others. For example, if the 
major desideratum at a particular time is 
speed of performance, then such an item 
might be weighted 20 or 30 compared to 
some other items which might receive a 
weighting of 1, 2 or 3. If speed is highly 
important under certain circumstances, it 
might be that economy in the use of mate- 


rials is not feasible and this factor would 
then receive a relatively low weighting in 
the analysis. After each item has been 
rated, the reason for the rating given, and 
the weighting assigned, rating times 
weight provides a score on individual 
items. 

After the scores on individual items 
have been made, the table provides for to- 
taling of the individual scores. The next 
problem is to develop a procedure for con- 
verting the total score into a rate of return 
differential. 


Step 1—Take the average rate of re- 
turn on net sales calculated by the use of 
the four standards previously described, 
the Equity Financing Standard, the 
Market Appraisal Standard, the Com- 
parative Earnings Standard and the His- 
torical Earnings Standard. We call this 
the basic rate of return and refer to it 
by the letter B. 


Step 2—Calculate the total score of the 
individual company. The total score (of 
the given company) represents the 


arithmetic sum of the scores on indi- 















SCORE | ITEM 









RATING REASON WEIGHT SCORE 














ITEM RATING REASON WEIGHT 
1 to 10; Rating X 1 to 10; Rating X 
5 = Average Weight 5 = Average Weight 
3. AMOUNT AND SOURCE OF PUBLIC 5. CONTRIBUTION TO THE WAR 
AND PRIVATE CAPITAL EMPLOYED EFFORT 
3.1 Ratio of private equity to govern- 5.1 Unusual inventive or developmental 
ment equity in contractor's assets 2 contributions 4 
3.2 Extent of utilization of certificates 5.2 Sharing of technical knowledge with 
of necessity 1 other contractors and the Govern- 
3.3 Ratio of long-term private debt to ment 4 
private capital 3 5.3 Extent of undertaking the production 
or development of unusual and com- 
4. EXTENT OF RISK ASSUMED plicated products 1 
i 5.4 Cooperation with government pur- 
4.1 Guarantees made as to quality and chasers in production effort and in 
performance of product : facilitating renegotiation activities 4 
4.2 Record of contractor in reducing 
prices if costs are reduced 5 
4.3 Price comparisons with other pro- 6. CHARACTER OF BUSINESS 
ducers 4 , . 
4.4 Instability of labor and material costs 3 ate ond cost of row materials 3 
45 lenath al acadien Gite 2 .2 Complexity of manufacturing process 3 
ig eae . 6.3 Character and extent of subcon- 
4.6 Lack of availability or effectiveness tracting ; 
e a — ands a decking 2 6.4 Extent of customer furnished materials 2 
a fre Saturn ae J 6.5 Nature of materials—handling, per- 
4.7 Character (cost and difficulty of re- ishability, inflammability, ete 
placement) of machine tools and the 6.6 Turn-over ratios where valid com- 
relative extent of their use by the My xe pee tr MG 2 d 
contractor 3 P ee TOTAL 
4.8 Risk assumed by reasonably close 3 Sena 
pricing policies 4 “iy 
4.9 Ratio of cost of sales to average 
inventory 2 
4.10 Risk of “tight” production schedul- PROCEDURE FOR CONVERTING TOTAL SCORE INTO RATE OF RETURN 
ing, subject to penalties for failure DIFFERENTIAL 
an = pence co wie 3 1. cane - —- of _— net sales by the use of Mh po 
products with which the contractor ee (: en : —_ (3) comparative earnings and (4) his- 
has had no prior experience ] ee ee eee 
4.12 Risk of losing normal markets 2. Calculate totals score = S, 
through cur of ctal 
production to concentrate on mili- 5 — 780 
tary requirements 2 3a. > B= Performance Premium plus B equals 
4.13 Saturation of post-defense market 780 allowable return on sales. 
(war surplus, etc.) 5 soa 
4.14 Excess capacity following defense ' 3b. “aA < B = Penalty Return equals allowable return on sales. 





program 
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How XE ROG RAPHY Cuts Duplicating C osts ses gr We refer to this by the 


Step 3a—Calculate the performance 
premium. In our check list on page 243, 
the total of weights assigned is 156. 
| Hence if a firm scored 5, or average on 
|! estimates Soa savings of over each item, its total number of points 


' 5 would be 780. The performance pre- 
$ T @) 0,0 @) @) mium therefore is calculated by observ- 
7” ing the extent to which the firm in total 

scored more than it would have scored if 
it had attained an average rating on each 


one of the items. Therefore the formula 


. s— 780 
set forth is — — . The result multi- 


plied times B provides a measure of the 
performance premium. For example, if 
S — 780 


Sa nie = .6, B = 8%, the perform- 


ance premium would be .6 x 8% = 
4.8%. When the performance premium 
of 4. 8% is added to the basic return of 
8% on sales, 12.8% allowable return 


e e e e e 
Speeds paper work duplicating in 15 field locations §=—«§_—=— sales results. 
| Step 3b—The calculation of a possible 
Jones & Laughlin Steel Corporation, world’s fourth largest steel performance penalty may also be out- 
maker, uses the xerography process to prepare offset paper masters | lined. Since the lowest rating provided 
for duplicating thousands of forms needed to carry out the vast | for is 1, the least a firm can score would 
paperwork requirements of its business. oe Thus its actuai score minus 156 
With the XeroX-Multilith combination, general forms used at the is divided by 624 multiplied times B to 
2 wei 
a ate i te bp ORR ge TE ; secure the performance penalty. The 
various locations are prepared in the Pittsburgh General Office. conenes Sinn the: tise ooh Ell tn ew denna 
Forms used only at one location are prepared locally. XeroX® copy- nator may readily be seen. We want the 
ing equipment is used for preparing paper masters and Multilith performance premium penalty to be 0 
Process Duplicators are used for quantity dupli- if the firm attains average performance. 
SOME USERS IN If the firm scores average, it will score 
780. 





cation of forms. Jones & Laughlin estimates 
savings of over $100,000 a year compared with DIFFERENT FIELDS 624 


eli ‘ AIRCRAFT > So wae tie ; 
former methods. np Sa 780 — 156 = 624. ro 1 x the 


Anything written, typed, drawn or printed BUILDING MATERIALS basic rate of return yields the per- 


can be reproduced with photographic accuracy en ener Serneer i SORTA 
nie ape ’ i ee cuneens | formance penalty return. A difference 
in about 3 minutes onto an offset paper maste1 iaigt Coreeciiten in the use of the penalty formula should 


for run off of multiple copies on an offset du- EDUCATION be pointed out. The performance pre- 
: See ‘ University of Rochester i ‘ ‘ ‘ 

plicator. Original copy may be enlarged, re- mium is added to B, the basic return, to 

. J ‘ INSURANCE . final d gat h 

duced or reproduced same size by xerography Glens Falls Group arrive at the final determination. In the 

in XeroX® Lith-Master* copying equipment. MANUFACTURING case of the performance penalty, the 


Taylor Instrument é . 
Copies can be made from one or both sides of Companies ise" yp eens sal pti en dad 
used, under the use of the formula. 

original material with the versatile, electro- RETAIL , 
4 H. L. Green Co., Inc. Th b d ° di 1 h 
static xerography process. TRANSPORTATION € above procedures indicate now the 
For use in diazo type machines, translucent Braniff Airways check ae oe ee a 
; ‘ ae renegotiation authorities to arrive at a fina 

intermediates can be made from any original 8 


determination of the allowable rate of re- 


subject i the same speedy wa). °A trademark of The Haloid Company turn. The applications of the procedure 
are widespread and need not necessarily 
Write for 12-page Jones & Laughlin Report, also “proof of performance” folders be limited to renegotiation proceedings. 


showing how companies of all kinds are cutting costs and saving time with xerogra- Some evaluative comments on the sug- 
phy. For instance: Xerography helps Glens Falls Group maintain up-to-date directory gested procedure follow. 


of 11,000 agents and saves $10,000 a year. n 4 : 
° . The many strictures about the impossi- 


;' bility of using formulas in renegotiation 
THE HALOID COMPANY ° gaan, determination are fully valid, but the 
54-81X HALOID STREET © ROCHESTER 3, N. Y. / above procedure does not represent a for- 
Branch Offices in Principal U.S. Cities and Toronto : mula Fm arriving at the final rates of re- 
: turn. In its totality, it is not a mechanical 
approach, nor does its use obviate the ne- 
cessity for y Spears of judgment. Judg- 
ment must be exercised in assigning the 
ratings and in serecere the reasons 
therefor. The choice of relative weights 
with respect to the individual items is also 
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a factor for the exercise of judgment. 

What then is the utility of the proce- 
dure, if it does not remove the necessity for 
making judgments? The value of the pro- 
cedure is that it provides for quantification 
of the judgments. It makes it possible for 
the judgments to be expressed in numeri- 
cal form. It therefore improves the com- 
munication process between the contractor 
and renegotiators; moreover, it improves 
the process of arriving at allowable profits 
itself. In practice, much of the reasoning 
utilized at many places in arriving at an 
allowable rate of profit in renegotiation is 
obscured or lost along the way in the pro- 
ceedings. As a result, when the final de- 
termination is communicated to the con- 
tractor, many explanations for the basis of 
the decision have been lost. Under the sug- 
gested procedure, a number of judgments 
that formerly were made implicitly in ar- 
riving at an allowable rate of profit must 
now be made explicitly. The difficulties 
must be faced squarely under the proposals 
here suggested. 

Initiative in the use of such a check list, 
we believe, should come from the con- 
tractor. He should set forth more clearly 
and completely to renegotiators the con- 
tractor’s evaluation of the factors that are 
important. It may be asked why, if the con- 
tractor can make such a final determina- 
tion, the use of the renegotiators is neces- 
sary at all. The answer lies, of course, in 
the recognition that the renegotiators are 
in a position to make comparative analyses 
between companies. Furthermore, through 
processing a large number of companies, 
they have a wider view of the process than 
individual company representatives. Most 
important is the fact that renegotiators rep- 
resent an impartial umpire in the process. 
They are more likely to determine an al- 
lowable rate of return which reflects as 
closely as possible what would have been 
the situation if market forces could have 


been utilized fully. 


CONCLUSIONS 

This paper explicitly recognizes that any 
attempt to formulate administratively an 
allowable rate of return for a firm will end 
in failure, because administrative proce- 
dures cannot entirely reflect the operations 
of market forces. However, the sugges- 
tions set forth in this paper seek to achieve 
the objective as closely as possible. We be- 
gin by formulating three earnings stand- 
ards which hitherto have received inade- 
quate recognition by administrators in ar- 
riving at allowable profits in renegotiation, 
rate-making, formulating tax policies, 
wage negotiations, etc. The use of these 
earnings standards makes it possible to 
narrow the boundaries within which a 
final determination may be made. The 
check list is a framework for organizing 
materials to evaluate efficiency of perform- 
ance. A final allowable rate of return may 
then be determined. 


THE CONTROLLER * MAY, 1954 














keep costs down 


with accurate job time records 


- 


Px ee 


CALCULAGRAPH | 


J FIGURES PRINTS DATE 


STARTING TIME 


ELAPSED TIME @& rinisninc time 
ACCURATELY TOTAL ELAPSED 


TIME 


Keep production costs in 

line with automatically 

computed, precision 

Calculagraph job time 

records. Just stamp card 

at beginning and ending 

of the operation. Calcula- 

graph prints date, starting and 

finishing time plus precision calculated elapsed 
time. One Calculagraph can record and compute 
job time data for one entire shop or department by 
handling any number of cards in any sequence. 
Accurate, printed Calculagraph records can be filed 
for future use in estimating on new orders and 
checking production efficiency. Calculagraphs are 
low in cost, practically maintenance-free and built 
for a lifetime of dependable service. 


COUPON BRINGS FULL INFORMATION 
— FILL IN AND MAIL TODAY! 


ES CALCULAGRAPH COMPANY 


NAY SUSSEX STREET, HARRISON, NEW JERSEY 


IST :, <a 
Send complete data on Calculagraph to: 
e 
_ wre — 
ie 
NAME 


COMPANY 


— 


stTreet_——_—_—_—_——_———_ 


$———— 





Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


PROMOTIONS... 

Arthur T. Brett, vice president, California 
Bank, Los Angeles, to vice president and cash- 
ier and O. S. Aultman (#5334-1951), formerly 
cashier, to vice president. . . . Lewis M. Heflin, 
vice president, Cone Mills, Inc., New York, to 
executive vice president. . . . Clarence E. Sten- 
der (#3092-1944), assistant secretary and treas- 
urer, Pressed Steel Tank Company, Milwaukee, 
Wis., to treasurer. Mr. Stender has been affili- 
ated with the company for 38 years. He is a 
past president and a past national director of 
NACA and is at present president of the Mil- 
waukee Control of Controllers Institute of 
America. 

Harry Y. Wright (#4318-1948), secretary and 
treasurer, Fidelity and Deposit Company of 
Maryland, Baltimore, now vice president and 
treasurer. Mr. Wright is president of the Balti- 
more Control of Controllers Institute. .. . 
Robert N. Wallis (#2457-1943), assistant treas- 
urer, Dennison Manufacturing Co., Framing- 
ham, Mass., elected treasurer. Mr. Wallis is a 
past president of the Boston Control of Con- 
trollers Institute (1948-49) and served as a 
national director and Region I vice president 
(1950-53). He is currently chairman of the na- 
tional Ethics and Eligibility Committee of the 
Institute. 

Joseph T. Foerth (#1479-1939), assistant treas- 
urer, assistant secretary and controller, Bassick 
Company, Bridgeport, Conn., whose first job 
was that of office boy in 1912, has been elected 
a vice president of the company. He is regional 
vice president (I) and a director of Controllers 
Institute and a past president of the Bridgeport 
Control (1942-43). ...A. Dale Mitchell 
(#3585-1946), controller, Waterbury Farrel 
Foundry and Machine Company, Waterbury, 
Conn., now treasurer succeeding Lewis S. Reed, 
who is retiring. . . . Henry L. Junge (#1877- 
1941), controller, Underwood Corporation, 
New York, promoted to executive vice presi- 
dent. Mr. Junge, who joined the company in 
1928, was appointed controller in 1948. 

Ray F. Bertram (#5913-1953), general audi- 


tor, Airtemp Division, Chrysler Corporation, 
Dayton, Ohio, has been named comptroller. 
... J. P. Dragin (#5338-1951), assistant vice 
president of finance of the Sterling Division, 
has been elected controller, White Motor Co., 
Cleveland, Ohio, succeeding G. T. Zack (#3321- 
1945), who resigned because of ill health. . . . 
Walter E. Smith (#5075-1951), controller since 
1943 of Preco Incorporated, Los Angeles, Calif., 
was recently elected secretary-treasurer. 


D. M. Read 


fe 


MR. FOERTH 


William C. Pieper (#4336-1948), assistant 
treasurer, The M. A. Hanna Company, Cleve- 
land, is now treasurer. ...F. Price Watts 
(#5803-1952), assistant secretary-treasurer and 
comptroller, D. W. G. Cigar Corporation, De- 
troit, Mich., advanced to director, treasurer and 
assistant secretary. . . . Samuel D. Bass (#4850- 
1950) is now vice president, National Con- 
tainer Corporation, New York. He was for- 
merly comptroller. 


CONFERENCE WORKERS... 

Edward J. Gesick (#4813-1950), treasurer for 
Southwest Research Institute, San Antonio, 
Texas, has been selected to act as chairman of 
the AMA’s June 7-9 seminar in Chicago on 
“Costs and Controls for the Research and De- 
velopment Program,” which will be attended 
by 15 executives of national companies. Mr. 


Fahian Rachrach 


MR. STENDER 


MR. WALLIS 





THE CONTROLLER 


.MAY 1954 


oe eeee 





246 


MR. JUNGE 


Gesick is a member of the advisory panel for 
the National Committee on Corporate Account- 
ing Procedures and Reports of Controllers In- 
stitute from the Houston Control. . . . Frank 
A. Nemec (#4015-1947), vice president, Fi- 
nance Division of Lykes Bros. Steamship Co., 
Inc., New Orleans, La., will be a speaker on 
May 15 at the 13th Annual Conference of the 
Institute of Internal Auditors, Dallas, Texas. 


HONORS TO... 

Richard B. Keck (#4772-1949), assistant audi- 
tor, The First National Bank of Chicago, IIl., 
who was appointed chairman of NABAC’s Fed- 
eral Taxes Interpretation Committee... . 
Harold P. Taylor (#3147-1944), vice president 
and treasurer of Wisconsin Public Service 
Corp., Milwaukee, who has been nominated 
for the presidency of the Wisconsin Utilities 
Association. 


COMPANY MOVES... 

Joseph E. Clermont (#4271-1948), auditor, In- 
land Steel Company, Chicago, has been trans- 
ferred to Inland Steel Container Company, 
same city, as treasurer. . . . William T. Wersch- 
kull (#2188-1942), controller, The San Fran- 
cisco Bank, San Francisco, has been named as- 
sistant vice president of the Oakland Office. 
Mr. Werschkull served as president of the 
San Francisco Control of Controllers Institute, 
1947-1948. 


MR. SMITH 


NEW ORGANIZATIONS ... 

Thomas R. Minshull (#3103-1944), formerly 
treasurer, E. H. Sheldon & Co., Muskegon, 
Michigan, has become a partner with Neil H. 
Tuori, in the firm of Minshull & Tuori, certi- 
fied public accountants, in the same city. .. . 
William G. Hodupp (#4330-1948), formerly ex- 
ecutive vice president of Gill Associates, Inc., 
Toledo, Ohio, is now president of the newly 
formed Toledo Home Mortgages, Inc., of the 
same city. ...N. V. Turney (#4600-1949), 
division controller, Chance Vought Aircraft 
Division, United Aircraft Corporation, Dallas, 
Texas, will be controller of Chance Vought 
Aircraft, Inc., which will now operate indepen- 
dent of United Aircraft Corporation. 


RETIREMENTS ... 

Arthur F. Liska (#661-1936), assistant to the 
vice president in charge of finance, Burroughs 
Corporation, Detroit, Mich., retired on April 
1 after 45 years of continuous service. During 
his career at Burroughs, he served as comp- 
troller for 25 years and was one of the original 
group of men who pioneered the corporation’s 
growth and expansion in Great Britain and 
Europe, making five extensive trips abroad and 
spending as long as nine months overseas at 
a time to aid in organization and formation of 
what today are leading Burroughs subsidiaries. 


ADDITIONAL DUTIES... 

for Harold S. Geneen (#3830-1947), controller, 
Jones & Laughlin Steel Corporation, Pittsburgh, 
Pa., who is now vice president and controller 
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... for Bradford T. Blauvelt (#3533-1945), 
comptroller, Daystom, Incorporated, Elizabeth, 
N. J., who is now vice president and comptrol- 
ler... for Culver M. Lussier (#794-1936), 
treasurer, Oswego Falls Corporation, Fulton, 
N. Y., now vice president and treasurer as 
well as director and member of Executive Com- 
mittee of parent company and wholly owned 
subsidiary, Sealright Co., Inc. He is also treas- 
urer and a director of Sealright Pacific, Ltd., 
Los Angeles subsidiary. . . . Donald H. Dal- 
beck (#3445-1945), treasurer, Reed-Prentice 
Corporation, Worcester, Mass., was elected 
vice president in addition to his present office 
of treasurer and also elected to the Board of 
Directors. 


NEW CONNECTIONS... 

John H. MacDonald (#56-1932) has been 
selected as executive vice president of George 
F. Motter’s Sons, York, Pennsylvania, to suc- 
ceed the late J. P. Davey. Mr. MacDonald has 
been a director of the company since March 
1953. His past connections include such com- 
panies as Brown & Sharpe Manufacturing Com- 
pany and Keller Mechanical Engineering Com- 
pany. In addition he served as vice president 
and treasurer of National Broadcasting Com- 
pany, and with Rogers, Slade & Hill as part- 
ner. Mr. MacDonald has been active in Con- 
trollers Institute since its early days, having 
held office as president of the New York City 
Control, 1938-39; as national director, 1939-42 
and 1946-49; national vice president and chair- 
man of the Executive Committee, 1941-42; 
national president, 1946-47; chairman of the 
national Board of Directors, 1947-48; and vice 
chairman and chairman of the national Plan- 
ning Committee, 1950-52. He was vice presi- 
dent of Controllership Foundation, 1951-52. 

George J. Renne (#6079-1953), formerly 
associated with Parts Wholesalers, Inc., Los 
Angeles, is now controller, Beckman Instru- 
ments, Inc., South Pasadena, California. .. . 
Clyde A. Warne (#611-1936), formerly with 
Lewis Manufacturing Company, Monrovia, 
Calif., is now controller, Mexican Light & 
Power Co., Mexico City, Mexico. 


CANADIAN CONTROLLERS .. . 

W. M. Chamard (#5916-1953) recently left 
the RCA Victor Company Limited in Montreal, 
Quebec, where he was comptroller to become 
treasurer, Canadian Aviation Electronics Lim- 
ited, Ville St. Laurent, Quebec. 


NEW APPOINTMENTS .. . 

Robert D. Armstrong recently appointed comp- 
troller of Canadian National Railway, New 
York. . . . C. F. Sullivan has been elected con- 
troller of General Instrument Corporation. . . . 
Robert R. Thompson (#5457-1952), vice presi- 
dent in charge of finance, Hamilton Watch 
Company, Lancaster, Pa., recently made execu- 
tive vice president... .V. Leonard Hanna 
(#5482-1952), assistant treasurer, Allied Prod- 
ucts Corporation, Detroit, Mich., is now con- 
troller. . . . O. L. Kay McKibben (#4887-1950), 
special assistant, comptroller’s department, 
West Penn Power Company, Pittsburgh, has 
been named assistant comptroller. 
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NEW DIRECTORS ... 
Paul J. Viall (74293-1948), 
tanocga Medicine Company, 


treasurer, Chat 
Chattanooga, 


Tenn. . .. Richard G. Jones (#3443-1945), 
secretary and controller, Handy & Harman, 
New York. Albert E. McCormick (#5125 


1951), treasurer and assistant secretary of Re- 
vere Copper and Brass Incorporated, New 
York. . E. C. Peet, vice president in charge 
of finance, Shell Oil Company, New York. He 
replaces P. E. Lakin, formerly vice president 
and senior representative on the West Coast, 
who has retired after 39 years of service 

S. J. Dimodica (#5782-1952), secretary and 
controller, Standard Factors Corporation, New 
York. . . . Gordon A. Lowden (#4333-1948), 
comptroller, The National Cash Register Com- 
pany, Dayton, Ohio . W. W. McCallum 
(#2280-1942), president, John Morrell & Co., 
Ottumwa, Iowa. . Frank E. Dubach (#4555- 
1949), comptroller and secretary, Wilson 


Sporting Goods, Chicago. He has been with 
the Wilson organization for 23 years 





BRENNAN, retired 
States Steamship Company, 
Vancouver, Wash- 
ington, and former 
treasurer-comp- 


RAYMOND E. secretary- 


treasurer of the 


troller of Portland 
General Electric 
Company Port- 


land, Oregon, died 


in the Methodist 
Hospital, Indian- 
apolis, Indiana, on 
March 24, 1954 


after an illness of 
one week Mr 
Brennan had been 
a resident of In- 
dianapolis only 
two months fol- 
lowing his retirement. He was 58 

A member of Controllers Institute of Amer- 
ica (#739) since 1936, he was active on several 
national committees from 1942-1948; served as 
president of the Portland Control, 1943-1945; 
and was a national director, 1945-1950 





MR. BRENNAN 


RAYMOND C. CASSELBERRY, retired assistant 
controller of General Aniline & Film Corpora- 
tion, New York, died on April 18, 1954 at 
the age of 54. Prior to joining General Aniline 
ten years ago, he was associated as comptroller 
with Sharp & Dohme Corporation, Philadel- 
phia. He held membership #365-1934 in Con- 
trollers Institute of America and was a char- 
ter member of the Philadelphia Control, in 
which he served as secretary from 1935-1937 
and as director, 1938-1939. In 1948-1949 he 
was chairman of the national Admissions 
Committee of the Institute. 
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Business and pleasure mix perfect 
ly at the Sheraton-Park. Our sub- 
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STATISTICAL CONTROLS 
and 
SAMPLING PLANS 
for 


THE OFFICE 


@ Send for folder on reducing 
clerical costs and improving 


managerial controls. 


ALEX L. HART ASSOCIATES 
35 Wall St. New York 5, N. Y. 
Whitehall 4-5896 











*OPPORTUNITIES*« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE Con- 
TROLLER, One East Forty-second Street, New 
York 17, N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





ACCOUNTANT 


CPA (California), BS, MBA, more than three 
years public accounting experience, whose 
ambitions lie in controllership area. Broad 
education plus progressive and highly diver- 
sified professional experience. Accounting, 
auditing, taxes, internal control, government 
reports and procedures, some design and in- 
stallation of systems, and communication 
skills. Presently senior accountant, national 
CPA firm. Desire understudy capacity with 
definite progression opportunity. Box 2114. 


EXECUTIVE ACCOUNTANT 


College and business school graduate with 
proven ability. Sixteen years diversified ex- 
perience in accounting, administration, office 
management, personnel supervision, renego- 
tiation, contract redeterminations, forecasts, 
taxes, systems, procedures, insurance. Seeks 
comptrollership or related management op- 
portunity. Age 39, family. Box 2115. 


EXECUTIVE ACCOUNTANT 


Presently controller. Experienced costs, budg- 
ets, accounting, taxes, purchasing, credit, col- 
lection, systems, etc. Age 38. Will relocate. 
Box 2116. 





NOTE: THe ConTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee. any item bought or sold. 
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TO SPEAK ON CONTROLLER EDUCATION AT WESTERN CONTROLLERS 
CONFERENCE TO BE HELD IN VICTORIA, B. C. JUNE 3-4-5 


(See full program on page 241 of this issue) 


WALTER MITCHELL, JR. 


J. HUGH JACKSON 


JAMES L. PEJRCE 


Depreciation Allowances and Replacements Restated 


(Continued from page 228) 


by the tax authorities is a question of eco- 
nomic policy which affects the entire econ- 
omy, and it should be pointed out there 
might be some real question of equity in 
helping only one sector of the economy 
to meet rising prices. How about holders 
of bonds, owners of savings accounts, 
salaried workers and even wage earners? 
To “help” only one group might prove 
ethically and politically unsound. To 
“help” all might prove pointless and in- 
flationary. 

As to the problem of continuing growth 
without depreciation ‘‘funds,” personal 
interviews with top executives of over a 
dozen large corporations have given me a 
clear impression that few, if any, firms 
would forego really profitable opportuni- 
ties for expansion merely because funds 
were not available from depreciation 
charges. 

Another comment on my article 
credited me with saying that “in growing 
enterprises, which characterize our econ- 
omy, depreciation charges are by no 
means inadequate as contended by spokes- 
men from industry and by many writers 
on this subject.’ This statement is some- 
what ambiguous. In my article I did criti- 
cize the replacement cost argument as to 
the inadequacy of depreciation allowances, 
but it does not follow that I am arguing, 
or that it is in fact true, that depreciation 
allowances are adequate. My own feeling 
is that the question of adequacy or in- 
adequacy of depreciation allowances must 
be answered in terms of desirable eco- 
nomic policy for the economy as a whole. 

Another criticism of my article assumes 
that one of the principal concepts is that 
“the original outlay cost of the fully de- 
preciated asset, which is identical with 
the full depreciation reserve, is the 
amount required to acquire the replacing 
asset.” However, I neither “insist on 
closest correlation between original cost 
and replacement’’ cost nor argue that the 
original cost of an asset as expressed in 
nominal dollars should determine the cost 


of “replacement.” It is obvious that in the 
real world, technological changes and 
many other factors in addition to price 
movements may make replacement differ- 
ent from original cost. 

The question of correctness of estimate 
of “useful life’’ is a very important one, 
but errors of estimate can be made in both 
directions. In any one firm or industry 
these may not cancel out; but in the econ- 
omy as a whole these errors may largely 
cancel out or may even tend on balance 
to an underestimate of useful life. The use 
by American industry of large quantities 
of plant and equipment which have long 
since been fully “written off’ is well 
known. 

Concerning the statement that econo- 
mists are in general agreement on a defi- 
nition of “income” I believe that to what 
limited extent economists do agree it is 
in the direction of subtraction of the 
amount necessary for the maintenance of 
capital in value terms rather than physical 
terms in the calculation of net income. 
The issue is certainly too technical to dis- 
cuss here but it should be pointed out 
that in a period of rising prices, the valve 
of existing capital assets tends to rise; an 
adjustment to account for this would then 
make “‘net income’’ appear higher. 

On the basic question posed by the title 
of my article, ‘Conventional Depreciation 
Allowances versus Replacement Cost,’ 
I advocated no radical panacea. I was 
merely on the conservative side defending 
conventional (original cost) depreciation 
against replacement cost attackers. Spe- 
cifically, I argued in my original article 
that the phenomenon of growth to the 
extent that it is operative makes conven- 
tional depreciation allowances tend to ex- 
ceed the cost of replacing expiring assets. 
This is a simple fact which can be pre- 
sented arithmetically or algebraically as 
the reader may prefer. And like so many 
facts it is stubborn and not easily argued 
away. Indeed, why try to argue it away? 
It might prove more useful to face it. 
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Remington Rand Methods News 





3 ideas save $55,000 
a year for Lehn & Fink 
Products Corporation 


In 79 years this Bloomfield, N. J. firm 
has grown from a one-man business 
to a nationally-known manufacturer 
of drugs and cosmetics. Naturally, 
this recurring sales expansion caused 
unusually heavy work loads in billing, 
credit, and collection operations. 
How do they eliminate work loads and 
overtime? —by simply adopting these 
three time-saving, economy-proven, 
profit-building ideas from Remington 
Rand ... ideas which save $55,000 a 
year! Here they are — 
1. Lehn & Fink installed fast, auto- 
matic, punched-card methods to cus- 
tomer billing, sales analysis, and 
accounts payable. The new methods 
released over 40% of the clerical staff 
on those operations for other work. 
2. Introduced visible, ledgerless book- 
keeping to control credits and collec- 
tions. The method used? Remington 
Rand SUIAP (Simplified Unit Invoice 
Accounting Plan). This method is spe- 
cifically designed to cut clerical time... 


| All-Electric 
Adding 
Machine 


It’s Easy with 10 Keys... 


TOUCH OPERATION is just as 
important for operating adding and 
calculating machines as it is for type- 
writers. The 10-key Remington Rand 
Adding Machine is designed for touch 
operation, and its easy-to-acquire pro- 
ficiency yields real savings. The touch 
operator — 

1. Makes fewer errors in figuring since 
she knows instinctively when the 
wrong key is depressed. 

2. Easily attains great speed because 
head and arm movement between 
media and adding machine is entirely 
eliminated. 

8. Banishes eyestrain since the eyes 
remain on the media. 

4. Works with one hand. The other 
hand is free to turn the media or run 
down a column of figures. 





ake 


Ke - 2 


Punched@asd Billing Mie nartment at Lehn & Fink 


and pave the way to plus profits. 

3. Switched to the Remington Rand 
wide-carriage Adding Machine—saving 
time in writing statements of open in- 
voices past due. 

Benefit by the experience of Lehn & 
Fink! Get the complete success story 
of these three methods at work on the 
firing line of a busy office. See Certified 
Report #904. 


NEW 


The Finishing Touch 
to Manuals 


Remington Rand loose leaf binders add 
a handsome appearance to procedures 
manuals...serve splendidly for hous- 
ing price lists, operating statements, 
department reports, minutes of meet- 
ings, memos and bulletins. Convenient 
flat reference, greater capacity, supe- 
rior styling, and maximum flexibility 
are just a few of the many advantages 
of these new binders. 

There’s a Remington Rand loose leaf 
binder to meet your requirements... at 
a price to fit your budget. Ask for 
LL234 entitled, “Binders that Build 
Business”, another Handbook for Man- 
agement by Remington Rand Inc. 





So you may profit quickly by the real 
savings from touch operation, Reming- 
ton Rand offers a simple, rapid train- 
ing plan FREE. It’s complete with a 
“Certificate of Proficiency” for each 
employee who qualifies. Send for folder 
C680. 





Good News on 
Space-and-Work- 
Saver Files 


You can be sure your files are 
always in place, perfectly 
aligned, easily accessible and 
ready for use, with new Rem- 
ington Rand FlexiFile. With 
this modern device you put 
more papers in the 
drawers you now use, you gain 
valuable filing space! 

A folder describing this 
timely space-and-work-saver is 
yours for the asking. Or, you 
can try FlexiFile for 10 days in 
your own cabinets without cost 
or obligation. See LBV360B. 
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= Profit-Building IDEAS For Business — 





MAKES 


BRIGHT 
COPIES 
A MINUTE 


OF ANYTHING YOU 
TYPE, WRITE, 
TRACE OR DRAW 


D e 4 ELECTRIC 

DUPLICATOR 
Simplicity should be the name of this new Ditto electric 
duplicator, priced so low it is now within the reach of 
practically everyone. You need no special skills—just press 
the button and out come beautiful bright copies, in one 
to five colors at once—it’s automatic. Your last copies are as 
bright as your first with Ditto ‘“Magic Copy Control’. 
This new Model D-11 takes paper or card stock, in any size 
from 3 x 5 to 9 x 14. Automatic counter gives you an exact 
count. See this new low priced Ditto D-11 all electric 
duplicator . . . Mail coupon below, gPhone nee Oe ae 

r Wow! FREE! ON CATURE OR DEMONSTRATION | 
USED IN OVER 300 LINES OF BUSINESS TO MAKE COPIES wg W. Harrison St, Giane yg IN YOUR OFFICE. 
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